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Should Accountants Advertise? 


[One of the most frequently discussed topics before the pub- 
lic accountants of the country is the extent to which it is 
ethical or desirable to advertise. It is generally recognized in 
the profession that some kinds of publicity are permissible and 
to be commended, but there is a wide difference of opinion as to 
the propriety of personal solicitation either by means of news- 
paper advertising or more direct personal approach. As the 
profession advances it becomes increasingly necessary that there 
should be definite standards for all ethical questions, and in 
order to facilitate the attainment of such standards THE Jour- 
NAL has opened its columns to a discussion of advertising. In 
this issue we present the views of three prominent account- 
ants whose opinions are unlike. THE JoURNAL does not neces- 
sarily endorse the views of any of its contributors on this ques- 
tion, but we commend to our readers the articles following and 
suggest that those who have decided opinions on the matter 
give us the benefit of them for publication in future issues. 
This is a question so vitally important that we may well devote 
space to its consideration.—Editor, THE JouRNAL oF AccouNT- 
ANCY. | 


Should Accountants Advertise? 
By JoHN ALEXANDER Cooper, C. P. A. 


That this question may be answered adequately it is first 
necessary to have a fresh grasp on the meaning of the word 
“advertise,” both in its literal and specific or commercial sense. 
It is defined thus: 
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(1) To warn, give notice to, to turn to, advert, to turn 
the mind to, to take heed or notice: 
“I will advertise thee what this people 
shall do to thy people.” 

(NuMB. XXIV, 14) 

(2) To give public notice of, to announce publicly ; such 
as—goods for sale, lost article, sailing date of ves- 
sel, political meeting, a circus or a carnival. 

“The band with noisy advertisement by means of 
brass, wood and sheepskin make the circuit of our 
startled village streets.” 

(BicELow Papers) 

(3) The process of obtaining or purchasing publicity. 

(4) A seller’s appeal to the buyer. 

Primitively, communities were small and producers known 
to all consumers; personal contact was immediate; barter was 
the prevailing process, in fact the only one. As the clannish 
tendencies of the primeval man gradually gave way to the trad- 
ing instinct, intercourse was broadened, desires enlarged, and 
this social expansion made demands that could not be met by 
the exchange of the hunter’s pelts for provender. The grain 
and oil of biblical times did not satisfy the more complex wants 
engendered by neighborly amenities. The growing flocks of 
Silas more than supply the requisite food for himself and his 
dependents ; he therefore accepts from Hiram some commodity 
which can in turn be exchanged with David for some posses- 
sion of which he is oversupplied ; David prudently exchanges his 
barter for Ruben’s surplus grain. 

This crude and tedious method of trading was sufficiently 
clumsp to prompt the use of tokens as media of exchange—they 
may have been cowrie-shells, wampumpeag, or metal discs. 

The introduction of currency dissolved in a degree the inti- 
mate relations that had previously existed, and it is conceivable 
that at this point of change some immature plan of advertising 
was started. 


The producer having gotten in touch with the trader, he in 
turn must interest the consumer by personal contact, supple- 
mented, may be, by the good offices of the town-crier or neigh- 
borly gossip. It is but a step from this to weekly markets, and 
from that to periodical fairs—both of them attractive to traders 
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from outside or surrounding districts because of their adver- 
tising effect; especially so prior to the introduction of the print- 
ing press. 

It is said that as early as the third century an English country 
fair attracted traders from the continent, as well as from alli 
parts of their own country. At this, as well as at other fairs, 
the advertising was done by sturdy apprentice-boys standing out- 
side the booths crying their particular wares, alternated with 
“What d’ye lack?” “What d’ye lack?” This method continued 
in vogue for about twelve hundred years. 


Printing was introduced in the fifteenth century; and about 
the period of the Mayfower incident, the first newspaper was 
published in England. This step led the way to the develop- 
ment of modern advertising. Slow indeed was the growth of 
this new idea. We find record of a complaint in the year 1659 
of the want of advertising facilities, followed by the suggestion 
that the door of the parish church or of the blacksmith shop be 
used for the posting of advertising notices. 

We have not advanced very far from this even today, as it 
is still deemed adequate public notice for the sheriff or court 
bailiff to tack a formal notice of sale to be held on a bulletin 
board outside the office of such officer. The law is little con- 
cerned with the sufficiency of such sales notices. 


There is an interesting account of an advertisement which ap- 

peared in Mercurius Politicus of September, 1658; it reads— 
“That excellent and by physitians approved China drink, 
called by the Chineans “Tcha,” by other nations “Tay” 
alias “Tee” is sold at the “Sultaness’ Head” a cophee 
house in Sweetings’ Rents by the Royal Exchange, Lon- 
don.” 

During the next two hundred years various were the devices 
resorted to by tradesmen to attract the purchasing public, until 
in 1853 it was found necessary in London to prohibit advertis- 
ing vans as a nuisance, and the characteristic “sandwich man,” 
of which we have no counterpart in this country, was forbidden 
the sidewalk, and relegated to the gutter. 

The penny post was established in Great Britain in 1840, 
and the halfpenny post for circulars in 1855. The verb “to cir- 
cularize” came into use for the first time in 1848, thereby in- 
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dicating the inception of the prevalent practice of plying pos- 
sible purchasers with printed letters and pamphlets. 

During all this time it was very naturally brought home to 
the guilds or associations of the different trades that the civil 
law was not sufficiently responsive to the growing demands of 
commerce; therefore out of the usages and customs developed 
from long practice over this period of some fifteen hundred 
years certain rules and principles were established and ad- 
ministered by the merchants themselves. 

These rules were known as the Lex Mercatoria or Law Mer- 
chant and were codified and printed in 1622. Then another step 
was taken; the common law courts took up the Law Merchant 
as a book of customs to be proved as a fact in each case at 
bar. Finally Lord Mansfield, when chief justice of the king’s 
bench, about 1760, published Mercantile Law and in it embraced 
all the essential features of the Law Merchant. 

It is to the Law Merchant that we are indebted for the funda- 
mental principles of our present laws on partnership, negotiable 
instruments and trade-marks. 

This incidental phase of the development of commerce and 
the steps necessary in olden times to the working out of our 
present strongly established trade practices brings home the 
broad fact that it takes years and years of rectitude and moral 
stamina on the part of the devotees of any honorable calling for 
them to become cemented into the lasting goodwill of a com- 
munity. 

“When our souls shall leave this dwelling, the glory of one 
fair and virtuous action is above all the ’scutcheons on 
our tomb.” 

But, you say, what of the professions? How did they de- 
velop? And what was their attitude toward advertising? 

We are all tolerably familiar with the growth of the science 
of medicine; the herb doctor, the allopath, the homeopath, the 
eclectic, the osteopath and other ‘paths’; and then the surgeon, 
from the barber who would use the cup whether you had a 
fever, a chill or a sore foot; the barber-surgeon who could lance 
a boil or draw a tooth; the chirurgeon who was then known as 
an operating doctor, down to the wonderful masters of anatomy 
of the present day. The medical profession is entitled to full 
credit for its code of ethics; one of the rules most rigorously 
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observed being that in regard to advertising, the effect being 
that those so-called doctors and dentists who advertise their 
talents, their facilities and equipment or their specialty, as a 
tradesman or huckster does his bargains and bankrupt stock, is 
considered an outcast or pariah trafficking upon the credulity 
and ignorance of the laity, and therefore is denied recognition. 

The architect, civil engineer, minister and teacher, like the 
medical man, are, broadly speaking, free from the taint of self- 
laudation by advertising. 

It cannot be anything but self-praise to advertise in display 
type your particular talent; for we, as accountants, have naught 
to sell and no capital investment is needed in the exercise of 
our ability in the public behalf. Beguiling the uninformed 
through the senses instead of demonstrating ability inferentially 
points to a limited capacity and mediocrity. 

The profession of law, to which the accountant is more 
closely related, is not so happily situated upon this question. It 
has been made too easy in the past for one to obtain a certifi- 
cate as a lawyer after a more or less perfunctory examination, 
mostly on fundamental principles. and technical or theoretical 
questions, so that today it may be said without fear of contra- 
diction that there are many times as many lawyers as there is 
any necessity for, particularly in the large cities. What is the 
effect of this? A class of unscrupulous, scheming, self-lauda- 
tory, pettifogging, barratrous, custom-seeking, money-making 
advertising lawyers who cause the blush of shame to rise to the 
face of those exalted characters who are ever conscious of the 
dignity and ethical demands of their profession. 

This question must be considered in its relation to society at 
large. A strong foundation of reputation is laid in the goodwill 
of one’s colleagues. The business public endorses this reputation, 
provided there is no social blemish. The glamor of effect in 
the public eye is only transient. Scholarly attainments, fidelity, 
gracious and courteous demeanor, business zeal, accuracy and 
punctuality are the elements of real value in this service. 

It is one of the privileges of citizenship that one can choose 
his own occupation. The inborn instinct of youth wisely nur- 
tured forecasts the successful man. It follows that one may 
zarry on such calling in any way and by any methods that are 
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lawful and proper, which do not offend the proprieties or the 
amour propre of one’s colleagues. 

Accounting must be recognized as a lucrative calling, an 
essential means of livelihood, rather than as an honorary occupa- 
tion such as a juris-consult of imperial Rome or a counsellor 
of modern Europe. The accountant cannot be denied opportuni- 
ties for acquiring a practice that are open to men of other voca- 
tions. 

There is no way of evading the common lot. We must all 
live, and if by a professional career, then clients must be had. 
This is self-evident; hence the question: To what extent is 
soliciting permissible, and what procedure may be properly em- 
ployed? 

Respectful solicitation from friends and acquaintances or 
even from the general public is permissible. It is in the manner, 
rather than the matter, that the question becomes important. 
Touting or deputized solicitation is wholly wrong. 

“T am, Sir, a practitioner in panegyric, or to speak 
more plainly, a professor of the art of puffing.” 
Sheridan’s THe Critic 

In large cities and financial centers where the opportunities 
for social acquaintance are limited it would seem necessary for 
the young aspirant to seek publicity in a modest dignified way 
through some of the channels known to advertisers. There must, 
however, be a distinct line drawn between publicity and advertis- 
ing as commonly understood. 

The latter appertains to trade and traffic; self-interest is the 
ultimate purpose of enterprise. In the professions, however, 
the moral sense has to be weighed, and if that is weak, not much 
is to be expected. The jobber or hustler has mistaken his call- 
ing; his commercial instinct would be more productive in trade, 
where he would have full rein for his bent. In this work service 
is the ruling purpose, and self-interest subordinate. The tyro 
cannot do better than mentally to engrave this word “service” 
upon his banner, and realize the broad distinction between the 
commercial instinct which presupposes self-interest, rivalry and 
competition and the professional, which means service to the 
laity beyond the skill or knowledge of average intelligence. We 
do not offer a marketable commodity, the merits of which may 
be vaunted with propriety; we offer ourselves, our talent, our 
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professed skill, and the state has issued to us a certificate in sup- 
port of the attitude we have elected to assume towards the busi- 
ness public. This certificate is not granted to us by the state 
as a prize for a high degree of study and tenacity of purpose, and 
for our exclusive benefit to use as we choose; but for the pro- 
tection of the public in the involved and ever-growing intricacies 
of commerce, and to provide a safeguard from imposition. It 
says, in fact, that we have the technical qualifications upon 
which to serve that public, and it rests with each of us so to 
deport ourselves by industry, sobriety and faithful service that 
we build up our career as the public shows its ‘eden 
and our colleagues will honor us with their goodwill. 

Having this privilege, this degree, granted to us by the 
authorities, what can be said of the man who for a mess of 
pottage barters his certificate to a fictitious person, a corpora- 
tion organized by a few politicians or business men who cannot 
by any stretch of the imagination be justified in calling them- 
selves accountants—the certificate being used as a cloak, as an 
instrument of fraud upon the public in the company’s advertise- 
ments? 

Another phase of this many-sided subject is competitive bid- 
ding. It has become such a farce that the client is hoodwinked, 
humbugged, imposed upon, and should be helped to realize the 
influences that bear upon the results of placing an audit with 
a lowest bidder. It is to be deplored that the accounting pro- 
fession is not free from the ultra-commercial spirit of self- 
seeking and personal advantage made manifest in this practice. 
Were it limited to the procuring of periodical audits for assur- 
ance purposes, the tender being based upon sound judgment of 
given quantities and conditions, it might be tolerated. Un- 
fortunately this is seldom the case; in seventy-five per cent of 
such instances the bid is either for “pot-boiling” purposes, or 
else plain guess-work or speculation. In a service whose founda- 
tion is an absolute science, supplemented by logic and the prin- 
ciples of economics, it is obvious that a cursory survey of the 
records and files of any enterprise cannot disclose the extent 
of research needed to lay bare erroneous treatment, or the nature 
of unscientific or culpably discordant conditions. The aim and 
purpose of such guessing in most instances is advertising, the 
establishment of relations at a present sacrifice to be recouped, 
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it may be, in subsequent service. One effect stands out clearly— 
that the service is scaled to fit the fee, and the client is the victim. 

Then there is the man who advertises by blowing his own 
horn. One may rigidly support the formal proprieties and ob- 
serve all the precepts, but still offend against good taste. The 
scientist is permitted to explain his own achievements and dilate 
upon their value. Every soldier is indulged when he recites his 
valorous deeds with prolixity. Then why should not the pro- 
fessional man do so with a proper regard for the confidence re- 
posed in him? There is no good reason, other than in the man- 
ner rather than the matter. If time, place and circumstance 
invite it, there can be advanced no ethical objection to a modest 
recital of things accomplished; always, however, with proper 
regard for the rule that professional privilege implies restriction 
as well as protection, and for the maxim that “modesty be- 
speaks merit.” 

It is no violation of the proprieties to publish a card modestly 
announcing the professional character, office address and tele- 
phone call number in financial and technical periodicals, or on 
the commercial page of daily papers; but to indulge in display 
space in directories, trade magazines, and ephemeral advertis- 
ing sheets or programmes is to lower the dignity befitting the 
profession. It savors of the auctioneer, the medical quack or the 
clairvoyant. 

In no circumstances is a professional man justified in with- 
holding his name from his advertisements; if there is no sense 
of deficiency, inability or shame why hide your light under a 
bushel? 

Letters and circulars are a perfectly legitimate form of 
advertising, provided they do not go beyond professional de- 
corum in their form and subject-matter. To give notice of 
changes in the membership and style of a firm, removals, etc. 
through the mail in this way, while doubtless intended as ad- 
vertising, has the primary and ostensible purpose of conveying 
a business fact. ‘The statement should be brief, concise and 
modestly expressed. On the other hand the practice so much 
resorted to by some of our well-established firms of account- 
ants in sending out form-letter solicitation broadcast, prompted, 
may be, by some movement of public import, such as income 
tax legislation, is not only a departure from good professional 
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form, and much criticized by the recipients, but it does perma- 
nent harm, in that it cheapens the standing of your colleagues, 
and disturbs relations with clients by prompting them to the 
shopping habit in any service they may need thereafter. 

This profession, this calling, this business of accounting, 
whether we admit the distinction or not, is only in its adolescent 
stage; it should appeal to all its disciples to cooperate in the 
preservation of the traditions. Everyone is a debtor to his 
profession, and strive as we may we cannot hope fully to dis- 
charge our obligations. 

The goal of our ambitions is largely controlled by our per- 
spective; if our range of vision extends no further than what 
is now observed of the field of accountancy today, circumscribed 
by our respective local industrial surroundings, we are narrow- 
minded indeed and quite unfitted to cope with the everchanging 
problems of the morrow. 

There is an infinite field of effort legitimately related to our 
work as yet, comparatively speaking, untouched. Much, very 
much—in fact you may say all—depends upon our own stand- 
ard and the relations we are able to maintain with the business, 
legislative and executive world around us. It rests with us 
whether we are to be regarded as mere verifiers and logical ex- 
perts or whether we shall salute with earnestness and determina- 
tion the banner of the “Excelsior state,” and in due course 
earn and compel official statutory recognition in the fostering and 
regulatory problems that are now facing and will for some time 
face our federal government. 

Are our present haphazard, self-seeking undignified ways 
conducive to the good of our cause or prejudicial to it? Have 
we so far shown the authorities or those influential enough to 
urge and support specific legislation in furtherance of our legi- 
timate aims that we are as a body worthy? Have we attained to 
that stage that warrants our compelling recognition in such 
matters as income tax returns, judicial references, chancery 
findings of recorded facts, direct and consequential damages in 
condemnation proceedings affecting industries, winding up by 
court or creditors’ direction, arbitrators, umpires or referees in 
matters of finance and account? 

These opportunities, and others of equal weight and im- 
portance in the progress of commerce are before us if we only 
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demean ourselves in a manner that measures up to the standard 
expected of us. Shall we do it? Shall we measure up to the 
call and gain the regard of business men and government? Or 
are we to continue the prevailing flamboyant, cock-a-hoop style 
of service that provoked the interrogation that heads this article? 
The sequel to the continuation of our present course is that we 
shall undoubtedly see, without being able to exert any counter- 
acting influence, the spread of sumptuary laws, bureaucratic and 
commission government, in which the practising accountant will 
have small part. 

When the overcrowded profession, to which we are so closely 
allied as to be frequently called its right hand, admits its students 
to examinations without their having first passed an examination 
in even the first principles of accounting, is it not clear that the 
field needs but to be fostered by our own attitude to accrue to 
us? 

Laissez faire individualism in political and economic prob- 
lems, as well as in the more closely knit associations for mutuai 
welfare, will never bring common prosperity and happiness. 
The egoistic thought dominating the members of any society or 
profession tends to the drifting instead of beneficent influence 
of any such organization. 


Should Accountants Advertise? 
By Epwarp E. Gore, C. P. A. 


Undoubtedly the question, Should accountants advertise? is 
made important by the feeling that it is unethical for a profes-. 
sional man to have recourse to the methods of commercial houses 
in bringing before the public the fact that his services are for 
sale and that he is sure his capabilities are of the best. Wherever 
this question is discussed reference is made to the custom of 
members of the legal and medical professions of refraining from 
advertising their services ; and the conclusion is drawn that since 
these professional men frown upon the practice it must be repre- 
hensible. This argument presupposes two things: (1) that ac- 
counting is recognized as a learned profession; and (2) that the 
status of the accountant is the same as that of the lawyer or 
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the physician. This sounds well and is important, if true. In 
the mind of accountants there is no question that accounting is 
a profession, and they are unquestionably right in their con- 
viction; but there is a wide difference between one’s knowing 
himself to be a professional man and in his being recognized 
as such by the public. Recognition of a new profession is a 
slow growth, and it is possible that grandsons of leading ac- 
countants of today may complain that they are not accorded 
that place in the estimation of the public to which their learning 
and skill justly and fairly entitle them. 


Upon this matter of public recognition the debatable phase 
of the question turns, as may be plainly shown. If the public 
fails to recognize that accountancy is a profession any action 
which in the view of accountants is unethical may not seem so 
to the public, and the offender may reason soundly that it is the 
public whose favor is to give him his living, and so long as he 
does not offend the hand that feeds him he may do anything 
that will increase the quantity of his feed. It can be proven that 
some advertising accountants have built up considerable busi- 
ness through recourse to methods which would make a hardened 
medical quack blush like a modest school girl. This does not 
argue the plan is right because it succeeds. But it argues that 
because the public—or a considerable portion of it—fails to see 
its impropriety these methods succeed, and that the offending 
accountant enjoys a lucrative business—while his ethical brother 
must fatten only on self satisfaction gained by being truly and 
unmistakably proper. 

This feeling of propriety is an excellent tonic for the con- 
science, but it does not make ribs less visible when one bathes. 
I can imagine the feeling this line of reasoning will create in the 
minds of some of our best accountants—and it is to their endur- 
ing credit that they should feel nauseated by it, but they should 
not forget that it is easier to resist temptation and remain on 
right lines on a stomach regularly well filled than on one that 
is regularly empty. If a numerous portion of the public is ac- 
customed to receive and heed advertising matter, and confers its 
patronage on those who make strong claims for themselves or 
their wares, it is natural that it will be approached in the man- 
ner towards which it shows a preference. Within the past year 
an accountant of my acquaintance lost two of his best corporation 
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clients through advertising matter directed to members of the 
boards of directors who did not know him personally and were 
not qualified to judge of his efficiency. He is a highly qualified 
man, renders splendid service and has given utmost satisfaction 
to officials under whose immediate supervision he has worked; 
but this has not prevented his being supplanted by less qualified 
men who believe that “it pays to advertise” and who have 
proved that their position is well founded. 


A question confronting accountants is, Shall the business of 
reputable, conscientious practitioners be constantly menaced by 
advertising done by those who see no wrong in resorting to com- 
mercial methods to gain clients, and if not how may it be pre- 
vented? As stated, this proposition of educating the public is 
so slow that it reminds one of the old woman whose belief that 
she could live without eating, through a gradual reduction of 
the amount of food consumed, would have worked out all right 
if she hadn’t died. There are heroes among accountants, whose 
statues will never adorn a hall of fame, who steadfastly ad- 
here to what they conceive to be ethical and wait day after 
day for the client who is to be attracted by their dignified atti- 
tude and their loyalty to the best traditions of the profession. 
Some of these cases are distressing—and are usually relieved 
by the ethical party’s being taken over and added to the staff 
of more prosperous brother practitioners. Speaking of the 
prosperous brother practitioners brings me to the other feature 
of the comparison made at the beginning of this article—that 
referring to the lawyer or the physician of standing who stead- 
fastly refuses to advertise. The fault in this comparison lies 
in the varying manner in which the work of the several pro- 
fessions is conducted. If any one should be presented with a 
card bearing the inscription: 


Jones, Smith, Robinson, Brown & Co. 


Also at Physicians and Surgeons, 
Chicago 
Pittsburg , 2323 Boneset Building, 
St. Louis 
St. Paul New York. 
San Francisco 
and London. 


he would conclude that “Jones, etc.,” were a bunch of quacks— 
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and probably he would be right. In the medical profession, as 
in none other, the individuality of the practitioner is studiously 
preserved. In the law the use of long firm names is not unusual, 
short firm names are frequent, and names of individual practi- 
tioners are most common. In accountancy the name of the 
individual practitioner is likely to be concealed behind a cor- 
porate title or a long firm name in which his own name does not 
appear. 

Moreover, the bewildering number of offices maintained by 
some firms must occasion in the mind of the unsophisticated a 
wonder as to the physical impossibility attendant upon several 
partners being each in a half-dozen cities at the same time— 
for of course no office would be maintained without a partner 
in charge. Just wherein the practice of accountants in having 
a multiplicity of branch offices conducted by managers differs 
from the practice of commercial establishments in putting down 
branches likewise under managers it is difficult to perceive. 
These matters argue that accountancy—as practised—is not a 
profession but a purely commercial undertaking. 

It is probably true that seventy-five per cent of the account- 
ancy work done in America is supervised and performed by 
accountants whose names do not appear as certifying to the re- 
sults of the work. Not only is this true, but if the certificate 
were signed by the accountant supervising or performing the 
work the reports would not be accepted by any client. Of 
course the reason is that the individual supervising or per- 
forming the work is not known and his name will not carry 
weight either with the investing public or a board of directors. 
This condition confronts the individual who starts out to build 
up accountancy practice of his own, and he finds it next to im- 
possible to make headway unless he does something to inform 
companies, etc., of his readiness to serve them. Assuming that 
we should agree on some one accountant whose name is wholly 
unknown as being in every respect thoroughly qualified to dis- 
charge the functions of his profession is it not probable that 
should he open an office in his own name he would gather to 
himself only unimportant clients and comparatively few of 
these? Is it not a certainty that any one of his clients who 
needed to float an issue of securities would retain a well- 
established firm to make the necessary investigation and to 
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execute the certificate of earnings? Then is it not probable 
that the trust deed securing the issue of securities would con- 
tain a clause authorizing the trustee to engage accountants 
periodically to audit the accounts of the corporation making the 
issue? And isn’t it almost certain that the comparatively “un- 
known individual accountant” will not be selected? 

Can anyone blame an accountant who has had this humiliat- 
ing and discouraging experience for attempting to recoup his 
loss of clients by a resort to advertising? There develops in 
his heart a bitterness toward the large accounting organiza- 
tions, which because of their being better known have been 
selected to do the work which he feels he is justly entitled to do, 
and he turns from papers prepared by members of these or- 
ganizations condemning advertising as unprofessional, and loads 
the mails with circular letters, booklets and other forms of ad- 
vertising to the limit of his means or of his inclination. 

It would be better for the profession, perhaps, if no advertis- 
ing were indulged in, but that condition cannot be expected to 
obtain so long as the public sees nothing objectionable in the 
practice and bestows its favors upon those who through art- 
fully worded circulars succeed in attracting its attention; or so 
long as accountants issue letters of solicitation in order to gain 
new clients to offset those who have been led astray by other 
advertisers. Likewise, as long as this affords what is apparently 
the only way for the new practitioner to make himself known 
to the public and to gather about him a clientele, he will persist 
in it. 

There is a considerable difference between what is beneficial 
to the profession as a whole and what is beneficial to the in- 
dividual concerned, which difference is due to what is, in a 
limited sense, a monopolization of the best business by the large 
organizations which have gained, after many years of practice, 
a reputation which induces clients to patronize them without 
solicitation. 

The writer has no prejudice against long established reput- 
able firms; on the contrary he admires them, and is a part of 
one, yet he cannot shut his eyes to what seems an undeniable 
fact, viz., that recognition of accountancy as a profession is 
hindered in greater degree by the existence of large organiza- 
tions engaged in it than by any other one cause. If, instead of 
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50 organizations using the services of 2,500 accountants, there 
were 500 organizations using that number the profession would 
receive more than ten times the amount of recognition now 
accorded it and there would grow up in the United States a 
professional condition which would broaden the outlook for 
every man in practice “on his own account or otherwise.” 

Until accounting is recognized as a learned profession, which 
will not be until we ourselves have ceased to commercialize it 
by strangling the aspirations of the newcomers in its practice 
through the suppression of their individuality and the marketing 
of their services, as the liveryman hires out his horses, the 
answer to the inquiry “Should accountants advertise?” must be 
in the affirmative. It would be more dignified—more professional 
if you please—to refrain from it, but we should not stickle 
for dignity nor assume a professional pose while we are bidding 
against each other for engagements, like a parcel of hucksters 
at the close of market on a Saturday night, nor while we are 
ruthlessly grabbing the business of brother practitioners whose 
certificates “don’t go” with the financial monarchs. 

If we are quite candid we must admit that accountancy is 
the most exclusive and least democratic of any of the vocations 
more or less learned. The so-called “senior accountant” is 
farther removed from the head of his firm than is the lawyer’s 
newest clerk or the physician’s most recently acquired bottle 
holder. This statement is not meant to imply that accountants 
are not well treated by the firms employing them, so far as 
salaries and working conditions are concerned, nor that there 
is much, if any, intentional unkindness shown them; but it is 
meant to call attention to the absence of anything resembling a 
fraternal sentiment manifested by the employing accountant 
toward the accountant he employs. This fraternal feeling must 
take root, and there should grow up in the employer a genuine 
respect for the abilities and a desire to increase the accomplish- 
ments of his employees before accountancy can be regarded as 
occupying the same level as medicine or the law. There must 
be larger opportunity for the employee to become the employer; 
there must be more to encourage the employed accountant to 
put forth his best efforts than characterizes the present situa- 
tion. 

In view of the foregoing, why not advertise? Why not go 
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the limit in commercialism, if by that means only there seems 
to be a possibility of success? Why starve in the midst of 
plenty? Why deny one’s self for the financial benefit and peace 
of mind of him who gets his engagements without any effort of 
his own? 

In the preparation of this paper the writer has endeavored to 
put himself in the place of the accountant who advertises because 
he needs to advertise. Viewing things from that position one 
must concede that advertising has nothing about it of which to 
be ashamed. As it is practised by the majority, accountancy 
is more a business than a profession, and should be regulated 
by business rather than by professional ethics. When account- 
ancy is established as a learned profession and is recognized 
as such by the public it will be time enough to be horrified by 
advertising indulged in by its practitioners. 


Should Accountants Advertise? 


By E. G. SHorrock, C. P. A. 


Under the title As to Professionals, a letter was published in 
the March JourNAL in which the correspondent asked some 
questions relating to professional ethics and professional adver- 
tising with particular reference to accountancy. While most 
of these questions have been asked and answered more or less 
unsatisfactorily for the last twenty years, they are of perennial 
interest and will doubtless be agitating the bosoms of the fra- 
ternity long after the present generation of accountants has 
passed into oblivion. 

The general question of advertising or business promotion 
by accountants is not merely of academic interest. It is a 
question upon the proper answer to which depends in no small 
measure the rapidity of the future progress of accountancy. 
Therefore, the opportunity afforded by the Journat for a dis- 
cussion of the subject is one that should be taken advantage 
of by those who have given it consideration. 

There are few members of any business or profession who 
have the financial ability to work for work’s sake and to serve 
the public upon a philanthropic or semi-philanthropic basis. Ac- 
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countancy is no exception to this rule, and while the account- 
ant may be filled with a laudable ambition to benefit mankind 
he nevertheless is usually under the stern necessity of deriving 
some modest pecuniary benefits from his labors and cannot 
afford to neglect the business side of his profession. Like other 
people who have a living to make, he is bound to recognize that 
an essential to success in any sphere of business or professional 
activity is, to use the euphonious phrase of a famous exponent of 
the science of business building, “the power to persuade people 
to purchase product at a profit.”” Consequently, the accountant 
is spending his time to advantage when he is engaged in the 
attempt to discover the best methods of persuading the public 
to purchase his product—to wit, his services—at a profit. 

The writer trusts that he will not be accused of an attempt 
to commercialize the profession when he reduces the preceding 
paragraph to its simplest terms by saying that, speaking gen- 
erally, we accountants are in the profession or business of ac- 
countancy for the principal purpose of making money out of it. 
We entered it because we believed that our peculiar talents fitted 
us for the work and that we would be more successful, finan- 
cially, in accountancy than in any other trade, business, pro- 
fession or occupation. Whether or not our realizations have 
measured up to our expectations is beside the point, but this, 
at least, is true, viz: that we shall never realize what we believe 
to be our possibilities of usefulness to the public or profit to 
ourselves if we permit ourselves to be bound by any rule which 
compels the public to seek us and does not permit us to seek 
the public. 

Without in the least questioning the good intentions or good 
faith of the opponents of advertising, among whom are many 
of the most respected members of and tireless workers for the 
profession, it is not amiss to enquire whether their opposition 
is in all respects well founded. The efforts of those gentlemen 
to elevate accountancy as a profession to a plane of equality 
with the legal and medical professions have probably the cordial 
endorsement of every accountant. Those who do not endorse 
their opposition to advertising contend however that as yet 
there are some marked differences between the positions of the 
legal and medical professions on the one hand and account- 
ancy on the other, which should not be ignored. 
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The legal and medical professions are old: accountancy as 
a profession is comparatively new. The functions of the lawyer 
and the doctor are well defined and understood: those of the 
accountant are still things of mystery to the general public. 
Lawyers and doctors are in the happy position of being looked 
upon as necessities: the accountant is even yet very commonly 
regarded as an expensive luxury. The legal and medical pro- 
fessions have the protection and recognition of the law. No 
unlicensed person is allowed to practise as a lawyer or a doctor: 
anyone can hold himself out as an accountant. 

It should also be borne in mind when discussing rules of 
conduct for the accountant that until all public accountants 
can be brought under a central control there will always be dif- 
ferences in policies and practice between the “ins” and the 
“outs’”—that is, between certified and uncertified accountants ; 
between the accountants who are members of state societies 
and those who are not members; and between the members of 
the American Association and accountants who are ineligible 
for membership of that body. 

With this before them, the members of the national organiza- 
tion and of state societies should hesitate before binding them- 
selves to the observation of rules of conduct concerning busi- 
ness matters such as advertising, which cannot be enforced 
upon all accountants alike. There are few things that would 
give greater pleasure and satisfaction to the “outside” account- 
ant than the spectacle of the “insiders” voluntarily hanging 
around their necks a millstone in the shape of a policy con- 
cerning advertising the effect of which, if it were strictly fol- 
lowed, would be to restrict their liberty of action in the selection 
of methods of business development. 

The statement is made above that while the functions of the 
doctor and the lawyer are well understand by the public, those 
of the accountant are not. How, then, are we to remove the 
veil of ignorance from the eyes of possible clients except by 
telling them in some way who and what we are and what man- 
ner of work we do? And how can this be accomplished except 
by some form or forms of advertising? 

If we are disposed to consider it unethical to “advertise our 
services as the merchant advertises his wares,” or to make our- 
selves and our works known, we should, in injecting ethics into 
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the situation, take into account not merely ethics as it concerns 
the profession within itself but also as it concerns the public. 
If we believe that our services would be valuable to many 


_ people who have not yet availed themselves of them, are we not 


lacking in our duty to those people if we do not make an effort 
to inform them that we can be of use to them and in what 
way? If a doctor, passing the scene of an accident in which 
someone had been injured, should fail, in the absence of other 
skilled assistance, to offer his services, he would surely be 
guilty of a breach not only of humanitarian principles but also 
of the ethical principles of his profession. And if the account- 
ant, by reason of his conception or misconception of the proprie- 
ties, neglects to make himself known to those who need such 
assistance as he can render but who are ignorant of his ability 
to give that assistance, he is surely neglecting the interests of 
the public, of the profession and, incidentally, of himself. 

Great though the progress of accountancy has been, it is 
yet very far from having attained such a position that publicity 
is unnecessary. Its progress would have been much more rapid, 
and knowledge of the functions of the accountant would have 
been much more general, had intelligent methods of advertis- 
ing it been used. It may be taken for granted that none of us 
is anxious to advertise, but the sad fact remains that even the 
accountant is not superior to the well recognized commercial 
law that the goods must seek the customer, and as a merchant 
or manufacturer is under the necessity of making a market for 
his goods, so must the accountant, to be financially successful, 
make a market for his services. It is for him, not for the 
public, to take the initiative. 


One result of the reluctance of the accountancy profession 
to place itself properly and prominently before the public has 
been the diversion to so-called “system” and “efficiency” men 
of large quantities of profitable business that could have been 
handled with more satisfaction and less expense to the clients 
by competent broad-gauge accountants. While we accountants 
have been occupying our numerous leisure hours by discussing 
ethics, accountancy in the time of the ancient Egyptians and 
other topics of equal current interest and importance, the gentle- 
men above referred to have been getting away with the busi- 
ness. While we have consoled ourselves by adverse criticisms of 
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their work and methods, and by the reflection that at some time 
in the future, the precise moment of which has not been fixed, 
the public will give its patronage to the ethical accountant instead 
of to the unethical charlatan, we do not seem to realize that to 
wait for dead men’s shoes is usually a long and unprofitable job, 
and that our unethical friends are by superior salesmanship ob- 
taining business on terms which some of us may well contemplate 
with envy. We may find comfort in the supposition—not always 
well-founded—that in a business sense they, individually, do 
not last long, but we cannot disguise the fact that as one goes 
several others come, so that collectively they are more numerous 
than ever. Surely no one is so full of ethics and so empty of 
business sense as to suggest that no effort should be made to 
induce the victims to divert their future business into proper 
channels, and to enable others, who have never employed ac- 
countants or imitations thereof or substitutes therefor, to be- 
come more familiar with the accountant’s functions. 

Enough has been said to show that the present condition 
of the accountancy profession is by no means ideal. For the 
reason that it enjoys no recognition in the eyes of the law 
other than the feeble and inadequate one given in the C. P. A. 
states, even its claims to rank as a profession may be doubted. 
If we in this country enjoyed, as do the accountants in some 
foreign countries, the protection afforded by a state registra- 
tion system, the question of publicity might not be of such 
moment as it appears to the writer to be in the United States; 
and although state registration is perhaps a thing of the distant 
future, we can bring it nearer attainment by united action to 
that end. In the meantime we have to face conditions as they 
are, and one of the unfavorable conditions with which we are 
confronted is the lack of interest which many accountants, in- 
cluding members of the American Association and others who 
are eligible for membership, display in movements for the benefit 
of the profession. 

Whether it is that professional accountancy has a narrowing 
effect upon its followers or that the latter find the task of mak- 
ing a living so absorbing that they have not the opportunity of 
taking a broad view of things or whether they have the ability 
to take a broad view even if they have the opportunity the 
present writer will not now undertake to say. But it does 
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seem to be extremely difficult to induce them to combine upon 
plans having for their object the promotion of their interests. 
This condition is largely responsible not only for 
the lack of legal recognition from which we are suffering, but 
also for the lack of a more adequate measure of recognition and 
appreciation by the public. It is partly responsible also for the 
unsatisfactory, unscientific and, if you please, the unprofessional 
methods of publicity that have been indulged in by many of 
us. 

Attempts have from time to time been made by members of 
some state societies with which the writer is acquainted to 
formulate plans for campaigns of publicity to be conducted by 
the societies for the benefit of all their members. These at- 
tempts have usually been made by the men who personally have 
been least in need of the benefits which might accrue from such 
, campaigns. These men have also been willing to be responsible 
if need be for more than their pro rata share of the expense. 
Although it is reported that one state society has recently suc- 
ceeded in putting a plan of publicity into effect, the efforts in the 
other cases above referred to have been in vain. Some of the 
members refused to consider a proposition for society publicity 
at all, on the ground that it was a scheme for the benefit of its 
framers, or that it was unprofessional, or that it would cost too 
much, or that it would be ineffective. Others, who agreed that 
it might be a good thing, refused to go into it if the names of 
the members of the society were published, while others declined 
to consider it if the names were omitted. Thus the efforts of the 
promoters failed except that they led in some instances to re- 
newed activity in promotion work on the part of individuals, 
who probably spent more in the aggregate than would have 
been expended under the proposed society scheme, and realized 
fewer beneficial results than the latter would have produced. In 
another case it led to a joint campaign of advertising by several 
of the firms who had interested themselves in the original scheme, 
who proceeded to issue a series of leaflets of an educational 
character. These leaflets included, printed in unobtrusive type, 
the names of all the firms by which they were being issved, 
and this feature evoked some adverse criticism, chiefly from the 
men who had been unwilling, because of the expense or for 
other reasons, to join in the society scheme, and who were per- 
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haps surprised and disappointed that the publishers of the leaflets 
were not sufficiently imbued with philanthropy, brotherly love 
and modesty to omit their names from the advertising matter 
which they had originated and for which they had paid. 

It is not difficult to find fault with the spirit and the substance 
of individual advertising as it is usually conducted. Particularly 
easy is it for those gentlemen in our large cities who are in the 
happy position of having their business handed to them on a 
silver plate to criticize the publicity methods of their professional 
brethren who are engaged in the unremunerative task of building 
for posterity in our newer communities. Perhaps the day of 
pioneering in accountancy is, as some of our optimistic friends 
seem to think, over. As one of those who has known something 
of the vicissitudes of pioneering in the far west the writer 
sincerely trusts that it is, and that the need for the primitive 
publicity for primitive people that seemed to be necessary and to 
some extent effective in the remote past of ten or fifteen years 
ago no longer exists. But that the happy time has actually 
arrived when we can afford to dispense with publicity altogether 
is something that many of us find it hard to believe. 

What then is the individual accountant to do who needs busi- 
ness, who knows that the public still needs educating, and who 
does not want, if he can avoid doing so, to embark in advertis- 
ing on his own account, when he finds that his brethren will 
not or cannot combine on a publicity campaign for the good of 
all? The answer is obvious. He must try to get business for 
himself by the methods that seem to him best, and if those 
methods do not in all respects satisfy them, his critics should be 
prepared either to show him in a friendly spirit the error of his 
ways or to accept a share of the responsibility for the conditions 
which have led to them. That the desks, or to be more correct, 
the waste paper baskets, of business men are so frequently laden 
with printed or written advertising matter, good, bad and in- 
different—chiefly bad—from accountants. is due in no small 
measure to the lack of cooperation to which reference has al- 
ready been made. 

It may of course be said, and with truth, that if a state 
society of certified public accountants were to adopt cooperative 
publicity, its cooperative plans could not include or control un- 
certified accountants. They would, however, have the effect of 
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discouraging advertising by certified accountants, and if in the 
published matter proper emphasis were laid upon the qualifi- 
cations of certified public accountants, good results, if the ad- 
vertising were of the right kind, would follow for the members 
of the society, this being after all the main purpose of the under- 
taking. The non-members would have to continue to shift for 
themselves as they do now. 

Probably the most desirable and effective advertising for the 
good of the profession at large can be done by the American 
Association. The work done by the association last year in ob- 
taining and circulating in book form the opinions of bankers on 
the value of accountants’ certificates for credit purposes was 
extremely valuable, and it is to be hoped that it will be possible 
for more work of the same character to be done. Here, again, 
cooperation on the part of state societies and their members is 
essential to the success of the enterprise. The advertising mat- 
ter to be issued by the association need not be so expensive in its 
make-up as the book above mentioned. Leaflets or booklets, 
explanatory of the work of the accountant and its value, could 
be prepared for various classes—manufacturers, wholesalers, 
attorneys, credit men, and so forth—throughout the country. 
Each state society could furnish lists of the people of each class 
in its own state to whom it would want the advertising sent, and 
it should be assessed its pro rata of the total cost to the associa- 
tion of preparation, printing and mailing. 

Objection has been made to expenditure by the association 
upon publicity which benefits non-members as well as members 
and uncertified as well as certified accountants. So long as the 
association is constituted as it is this objection will continue to 
apply. But we ought to be sufficiently public spirited to over- 
look it, especially in view of the probability that the publicity 
would probably discourage the amateurish advertising efforts of 
“outside” accountants and put publicity for the profession upon 
a higher plane. Moreover, it might be possible in mailing the 
advertising to each state to include in it a list of the members of 
the association residing in that state. If this could be done it 
would probably cause the accountants who were not members 
to be more anxious to qualify for membership and would to some 
extent meet the objection just mentioned. 


Some of the foregoing suggestions may not be original, 
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and they are introduced here only with the thought that the 
present discussion of advertising should if possible be made to 
produce some practical results and not be confined to an expres- 
sion of theories. 

In conclusion, it is again urged that publicity is one of our 
most pressing needs, and that it cannot be met either by associa- 
tion rules or academic debate. We may be assured that unless 
and until it is dealt with in a broad and intelligent way by state 
societies or the American Association, separately or in conjunc- 
tion, individual advertising, with whatever evils may attend it, 


will continue. 
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Sugar Mills and Their Accounts 
By Henry Daspit, C. P. A. 


Before presenting some of the accounting features which ob- 
tain with the sugar manufacturers in the state of Louisiana, I 
have deemed it proper to give a brief history of the industry. 

The manufacturing of sugar in this state dates back about 
one hundred and twenty-five years. In its incipiency horse 
power was used; after a time steam power was introduced. 
Under both of these regimes, what was known as the “open 
kettle” process was employed—a crude process by which a 
small percentage of juice was extracted and therefore but a 
small quantity of sugar manufactured from the ton of cane, 
leaving a large amount of juice in the residue known as bagasse, 
which, in consequence, was so wet that it could not be utilized 
and had to be hauled away at considerable expense. Under im- 
proved methods bagasse, which now leaves the mills practically 
free of all saccharine, is very profitably utilized as fuel and is 
considered a fine paper stock, though not diverted into this 
channel except in an experimental way. 

When early conditions prevailed, little attention was given 
to accounting. It was not until the late seventies, following a 
very disastrous “freeze,” which clearly demonstrated the im- 
possibility of manufacturing sugar under the conditions which 
followed with the machinery then employed, and when it was 
found that sugar had to be put on the market at a lower level 
of prices, that a change in the process of manufacturing was 
brought about. With these changes came the realization of the 
necessity for a more accurate and comprehensive system of ac- 
counting. 

The introduction of larger mills with cane crushers, double 
and triple effects, vacuum pans, centrifugals and other improved 
appliances followed. 

Improvements have been made from year to year. ‘Today 
there is what is considered the most approved system in the 
manufacturing of all sugars — except the standard grade made 
by the large refineries. 

The ingenuity of the sugar mill engineer must again become 
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active, and further improvements must be made, if the few 
who may be able to continue in the business, after the disaster 
which must inevitably ensue from the placing of sugar on the 
free list, can expect to exist; as they will be forced to make such 
an article of sugar as will come in direct competition with the 
standard grade manufactured by the refineries. 

Now, too, must the accountant develop even a more compre- 
hensive system of accounting, so that the grower of cane who 
is also the manufacturer may be able to determine where the 
greatest economies can be practised, and so that he may know 
costs in all departments, and therefore be enabled to determine 
where and what leaks must be stopped. These can only be 
determined by a perfect system of accounts, a department of 
the business which has unfortunately received but scant atten- 
tion by a large number of those most interested. 

The purpose of this paper is to present to your readers more 
particularly the accounts generally used when the manufacturer 
of sugar and the grower of cane are one, and when the manu- 
facturer is also a buyer of cane. 

You will note from the distribution of accounts shown in the 
statements which follow, that it has been the object to cover 
in detail all expenses. 


STATEMENT OF OPERATIONS OF THE PLANTERS’ 
SUGAR MANUFACTURING COMPANY 


For the Year ended December 31, 1913 
PLANTATION OPERATIONS 


REVENUES 
Sale of cane raised, to factory (40,000 tons) ............... $120,000.00 
EXPENSES 
Cultivation: 
3,000.00 
4,112.25 
4,250.00 
2,067.50 
23,250.00 
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Harvesting: 
Cane cutting labor 12,000.00 
Weighing 2,000.00 
1,125.00 
2,250.00 
17,000.00 
5,168.20 
350.00 
250.00 
$28,848.49 
Net profit on operations .............cceceececeeees $ 12,086.76 
Revenues per tom BONS) $3.00 
penses : 
43 
72 
Profit per ton based on 40,000 tons sold for $120,000.00 ........ $ .30 


STATEMENT OF OPERATIONS OF THE PLANTERS' 
SUGAR MANUFACTURING COMPANY 


For the Year ended December 31, 1913 
FACTORY OPERATIONS 


UES 
EXPENSES 
Idle season 
750.00 
Repairs buildings 1,500.00 
Labor drying and packing 3rd ............. 1,500.00 
Electric department 500.00 
2,085.00 
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75.00 
Operating season: 
2,848.00 
371.36 
Chief engineer and assistants ............. 870.00 
Sugar boiler and assistants ............... 700.00 
Total operating season .............. $24,612.00 .5Y 
Cane purchases: 
Cane (40,000 T.)from ........ $120,000.00 
Cane — from growers ......... 25,000.00 
Freights towing and _trans- 
8,000.00 
Total purchases and freight ...... -153,000.00 3.19 
eer $ 62,413.00 1.30 


GENERAL PROFIT AND LOSS ACCOUNT THE PLANT: 
ERS’ SUGAR MANUFACTURING COMPANY 


For the Year ended December 31, 1913 


PRoFITs 
Factory operations .......... 62,413.00 
$74,499.76 
Miscellaneous credits: 
Revenue from investments, dividends ............. 500.00 
8,500.00 
$82,900.76 
LossEs 
Miscellaneous : 
$15,000.00 
Mortgage bond interest 5% 12,500.00 
$27,500.00 
Administration and general expense .............--- 10,000.00 
97,900.08 
Net operation for year $45:499-76 
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The statement above represents a hypothetical case and shows 
results which on an average would not be considered satisfactory, 
as the operation of the properties has not resulted in sufficient 
profit to make it possible to retire any of the bonds and leave 
sufficient to operate the property for any appreciable time the 
following year. 

A plant, such as I have in mind, would represent an invest- 
ment in factory, buildings and lands of $600,000.00 on which no 
depreciation had been taken, being its first operating season. 
The general accounts of this class of manufacturers are not un- 
like those of manufacturers in other lines. All of the larger 
concerns being incorporated and many of them bonded must 
of necessity carry general accounts common to all manufactur- 
ing concerns. 

They do have very complete records, showing the tons of 
cane crushed daily, the juice extracted, the sugar manufactured, 
the fuel consumed, the daily cost, etc., and besides maintain a 
chemical laboratory with its records complete. All well regu- 
lated houses being under perfect chemical control, this control 
makes it possible to determine how much sugar should be ex- 
tracted from the ton of cane, and when this determined quantity 
is not produced an investigation is at once started to find the 
reason therefor. 

The purchase of cane is commonly based on the value of 
sugar on either what is known as 96 test — which is the raw 
sugar consumed by the refiner—or upon some other grade 
agreed upon. The basis being — for the purpose of illustration 
—goc for every cent sugar sells on the Louisiana sugar ex- 
change — the average price for the week of delivery of cane rul- 
ing —if the average price of sugar was 4c per pound, the seller 
would realize $3.60 a ton. 

This is regardless of the richness of the cane in saccharine ; so 
that it is evident the buyer must exercise every precaution and 
economy in the manufacture of cane into sugar, as there is al- 
ways the risk of loss from a low yield of the manufactured pro- 
duct. Here again the necessity for accurate, comprehensive and 
systematic accounting. 
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By Oscar B. Tuayer, C. P. A. 


It is a recognized principle of accounting that the period re- 
ceiving the benefit of the service or material furnished should 
be charged with the cost thereof. For this reason, unexpired in- 
surance, prepaid rents, merchandise, supplies, etc., are inventoried 
at the end of each fiscal period in order that the cost can be 
allocated as a charge against the profit and loss accounts of the 
proper years. 

Another principle with equal recognition is that what is 
carried as an asset of one party should appear on the books of 
another as a liability. If John Doe owes $100.00 to Richard 
Roe, the $100.00 accounts receivable of the former is a $100.00 
accounts payable of the latter. Prepaid rent of $50.00 appearing 
on Mr. Tenant’s books at the end of the year is a $50.00 lia- 
bility or deferred credit which should be recorded on Mr. Land- 
lord’s balance sheet. 

With these two principles in mind, let us analyze the nature 
of taxes, and determine whether they are deferred debits— 
costs paid in advance—or whether they are accrued accounts 
payable, liquidated at the end of the fiscal period chargeable 
therefor, or at the beginning of the succeeding one; and let us 
approach this subject from the standpoint of the city for whose 
use the greater portion of the taxes are levied and collected. 

In order to have a concrete case, let us assume that the fiscal 
year of City A begins Jan. 1, 1914, and ends Dec. 31, 1914. Mr. 
Taxpayer paid $120.00 city taxes in January, 1914. Query: Has 
Mr. Taxpayer liquidated a liability or has he acquired an asset 
in the form of a deferred debit? 

In September, 1913, the heads of the several departments 
of City A submitted to the city auditor estimates of what they 
would need to carry out their plans for the fiscal year 1914. 
These estimates followed the regular statutory path during which 
progress they were amended. They reached the city council for 
final ratification in October. The council ratified the requests 
of the several departments as amended, and after taking into 
consideration revenues expected from sundry sources, decided 
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that a tax levy of $500,000.00 was necessary in order to finance 
the 1914 programme of service. 

This fact was transmitted to the county auditor who pro- 
ceeded to spread $500,000.00, together with the state and county 
taxes, upon the taxable property of the city of A. The tax 
roll was completed and turned over to the county treasurer for 
collection by January 1, 1914, the day on which taxes became 
payable. 

On January 2, Mr. Taxpayer paid his city taxes, amounting 
to $120.00. His bookkeeper immediately credited cash and 
debited taxes, and he was instructed to debit profit and loss and 
credit taxes at the end of each month during the year with one- 
twelfth of such taxes, thereby wiping them off by the end of 
the year. This procedure is correct, for the $120.00 paid on 
January 2, 1914 was not for municipal services rendered during 
the year 1913, but for police and fire protection, for health 
sanitation and conservation, for charity, for the use of streets, 
parks and schools and for other services to be rendered him by 
his city during the year 1914. The $120.00 paid for twelve 
months of such service and one-twelfth of it should be charged 
off each month, in the same manner as prepaid insurance and 
rent, and in accordance with the first principle given in the 
introduction of this article. 

On January 1, 1914, the city began to render the services 
outlined in the budget passed by the city council in October. 
The $500,000.00 taxes levied in 1913 for the purpose of financ- 
ing the 1914 budget is revenue of the city for the year 1914. 
Although this revenue is collected in advance, only one-twelfth 
of it is earned each month, the remaining portion being a de- 
ferred credit. If City A presents a statement each month as to 
its revenues and expenses, the amount of such revenue credited 
to its operating accounts should equal the total of the debits to 
the operating accounts of all the taxpayers. In accordance with 
principle number two, therefore, we find that the deferred debits 
on the books of all the Messrs. Taxpayers are equal to the de- 
ferred credit on the books of City A. 

It may be said that the $500,000.00 is not revenue of the 
city for the year 1914, but for the year 1913, in which it was 
levied. This argument is answered as follows: 

(1) The budget passed in October specifically stated that 
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$500,000.00 was the estimated cost to the taxpayers of 
the services to be rendered by City A during the year 
1914, and to pay for such costs this amount was levied. 

(2) If $500,000.00 is revenue of the year 1913, then the city 
departments and city council should not have estimated 
the amount needed to carry out their programme of ser- 
vice for the year 1914, but instead have determined the 
amount necessary to pay the bills incurred during the 
year 1913. 

(3) If $500,000.00 is revenue of the year 1913, then the 
revenue of the year 1914 is not determined until October, 
1914, and is not collectible until the following fiscal year. 
Surely no laws contemplate that the city should wait for 
over a year until the major portion of its revenues be- 
comes available to pay operation and maintenance ex- 
penses. There is, therefore, only one conclusion—$500,- 
000.00 is revenue for the year 1914. 

The tax paying period is not the same in the several states, 
and in most instances the fiscal year of the municipality differs 
from the fiscal year of a given business. In order to determine 
what period the tax payment covers it becomes necessary to as- 
certain the fiscal year of the city for which such taxes are revenue, 
that is, for what period of governmental services do the taxes 
pay. As insurance is charged to the period for which protec- 
tion is given and paid for, so taxes should be charged to the 
period for which municipal services are given and paid for. 
There should be no difference in the treatment of these two — 
items. 

But, it is said, if a farm is purchased on January 1, there are 
taxes due thereon, and a deed cannot be recorded and clear title 
obtained until they are paid. Is it not proper to capitalize such 
taxes as part of the investment? No! ‘The amount paid for 
the land should be charged to a property account, while the 
amount paid for taxes should be charged to a deferred debit 
account to be wiped off during the year. If the vendor had 
paid the taxes, he included them as part of the consideration, and 
an amount equal to such taxes should be deducted and not in- 
cluded in the property account of the vendee. 

A great deal of confusion arises as to the treatment of 
taxes because of the failure to distinguish between an assess- 
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ment of property and a levy of taxes. Assessments are mere 
appraisals. ‘They never create obligations and liabilities. Be- 
cause an assessment of property is made as of May, 1913, it 
does not follow that the taxes levied and spread on the basis 
of such assessment must necessarily be obligations which Mr. 
Taxpayer should charge against his 1913 profit and loss account. 
It is to be noted also that the obligation is not fixed when the 
council has determined the total amount of the levy—neither is 
it a charge as soon as spread on the roll by the proper officials— 
and there may be instances when the charge does not commence 
to accrue until after it has been paid into the city treasury. 

Passage to Europe on the large ocean steamers must be 
booked and paid for several months before the trip is actually 
made. A man keeping his accounts correctly would not think 
of charging $200.00 to his June expense account although in- 
formed at that time by the steamship company that this amount 
was the cost of the trip. Neither would it appear in his July 
expense account, although paid for during that month, but in 
his September expense account, the month during which the 
trip was taken. And it is noted that this same amount will ap- 
pear as income in the September statement of the steamship 
company. 

For like reasons the time of the assessment of the taxable 
property, the levy of the taxes by the proper authority or the 
date of the payment thereof cannot be taken as determining the 
period to be charged with such taxes. There is only one test, 
and that is the fiscal year of the city for which the tax is a 
revenue; in other words that period during which the city 
renders the services to its citizens in exchange for which the 
taxes were levied and paid. The conclusion is therefore that 
in most instances taxes are deferred debits and not accruing 
accounts payable. 
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Treatment of the Returnable Package in Accounts 
By WILHELM JENSEN 


The invitation of Mr. Lyman in the June number of Tue 
JouRNAL to discuss this subject should be hailed with glee by 
all accountants and bookkeepers who have to deal with empties. 
I find the subject causes more heartache than any other one 
thing, and I believe this is largely due to the fact that we at- 
tempt to do a thing which cannot be done, that we attempt to 
inject a certainty into a matter which is uncertain. 

Of Mr. Lyman’s four subdivisions of the matter, we can 
eliminate No. 3—expenses of maintaining the package. This 
expense is very easily kept track of, and must be regarded as 
a legitimate selling expense. No. 1 should not cause much 
trouble either, because the liability does not exist, until we 
receive the empties back, when it becomes a cash liability to be 
discharged almost immediately; but, as a rule, it merges into 
the regular account of the customer as an offset against charges. 
The statement that the redemption of returned packages has 
forced a concern to the wall must, I believe, be taken with a 
grain of salt. It was probably the straw that broke the back 
of an already overloaded camel. 

Element No. 2, the asset of the actual value of the package 
in the hands of the customer, is expressed in the accounts re- 
ceivable, and it remains to be ascertained which part of these 
is a cash asset and which not. This problem Mr. Lyman solves 
by a division of the customer’s account; but in the last analysis 
what does he gain thereby? If the package were returned im- 
mediately, and such return always made part of the settlement 
of the account, all good and well; but when the customer settles 
his account, including the package, with cash, and then, per- 
haps years after, returns the package—what then? We have 
forgotten all about this contingency of having to buy empties 
back for cash, as we certainly cannot continue in our state- 
ments to consider the contingency for years. The uncertainty 
exists, and no account or entry will eliminate it, so why worry? 
Fortunately we have the possibility of averaging; we can by 
observation establish an average —estimated of course, but 
fairly correct—of the part of the accounts receivable which is 
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represented by returnable packages ; and we can in our monthly 
statements change this from a cash asset to fixed. 

And finally we have element No. 4, the profit on returnable 
packages not returned. The utter impossibility of ascertaining 
this, contingent upon the actions of others over whom we have 
no authority, makes it again necessary to estimate, say at in- 
ventory taking ; we do not know which packages will be returned, 
and which will not, hence averaging again. This element is, of 
course, so absolutely dependent upon the previous one—No. 2— 
that they really might be considered one. 

In the cement business, when cement is sold in sacks, it is 
customary to include the price of the sacks in the price of 
cement, and allow a credit of 10c for each sack received in 
serviceable condition or nearly so, culling such sacks as cannot 
possibly be used again. I handle this branch of the business in 
the following manner: 

Sacks bought are charged to sacks account. 

Sales are charged to customers, sacks included, and credited. 
to sales account and to customers’ sacks account. 

Sacks returned are credited to customer’s account and 
charged to customers’ sacks account. 

On my monthly statement of accounts receivable, I consider 
a certain percentage due in cash, balance in sacks, basing my 
percentage on previous experience. 

I open a customers’ sacks account each year, charging to 
the 1913 account all returns during the first three months of 
1914, and then on April 1 close the account. Sacks are bought 
at various prices, and I establish an average cost price. By 
dividing the balance of the account by ten, I have the amount of 
sacks lost, and a simple computation shows the amount to be 
credited to sacks account and the amount of profit. 

For illustration we will assume that the average cost of a 
sack is 8c, and that customers’ sacks account on April 1 shows 
a credit balance of $5,000. It is evident that 50,000 sacks are 
returnable but not returned. I close the account and credit 

Sacks account 50,000 sacks @ 8c $4,000.00 
Profit and loss account 1,000.00 

T am fully aware that I am estimating a great deal, but I 
have never missed my guess very far, and I have eliminated a 
great deal of worry. 
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Computation of Interest Rates 


By P. H. SKINNER 


In connection with the prosecution of certain loan companies 
in the District of Columbia, charged with violation of a law 
restricting the rate of interest to 12% per annum (H. R. 8768, 
approved February 4, 1913), the question arose: “What is the 
rate of interest charged when a borrower receives a certain sum 
for which he agrees to repay a certain (larger) sum in equal 
periodical payments?” 

The writer was requested by Mr. R. J. Whiteford, assistant 
corporation counsel in direct charge of the prosecution, to deter- 
mine the rate in the following case, which will be here discussed 
as typical of all the cases involved. 

The amount actually received by the borrower was $50, for 
which he agreed to repay $84 in ten monthly instalments of $8.40. 

At first sight the problem seems simple enough. The bor- 
rower received $50, which he kept for one month, when he paid 
$8.40, leaving a balance of $41.60, which he kept for one month, 
when he paid $8.40, leaving a balance of $33.20, which he kept 
for one month, etc. That is, the amount borrowed may be 
equated to the sum of the amounts of various monthly loans. 
In this case, the borrower held the equivalent of $174 for one 
month, for which he paid $34 in interest. To find the rate per 
annum we have only to multiply the interest for one month, $34, 
by 12 and divide the result by 174, giving a rate of 234% per 
annum. 

This solution was challenged by Mr. William H. Baldwin, 
chairman of the citizens’ committee, who worked in cooperation 
with the corporation counsel. According to Mr. Baldwin, the 
interest and the principal are reduced in like proportion with 
each payment. That is, with the first payment of $8.40, the 
principal was reduced by 1/10, or $5, and the interest was re- 
duced by 1/10, or $3.40. So that instead of holding $50, $41.60, 
$33.20, etc. for one month each, as in the first solution, the bor- 
rower held $50, $45, $40, etc. for one month each, for which $34 
was paid in interest. By this solution the yearly rate was found 
to be 149%. As this method gives a smaller rate than the pre- 
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ceding, it is likely that many loan companies would contend that 
such method should be followed in computing the rate. It is 
also well known that many building and loan associations follow 
this method with their patrons, reducing principal and interest 
in like proportion each month. Hence it must be accepted as a 
possible solution to the question. The rate may be computed from 
the formula 
r=2i/ S(n+1) 

where i = total interest, n = number of payments, S = principal, 
and r = monthly rate. 

Both these methods were challenged by Mr. Whiteford, who 
held that under a decision of the supreme court (Story vs. Liv- 
ingston, 13 Peters, 359) all accumulated interest is to be deducted 
from a part payment of a debt, the remainder to apply to the 
principal. That is, in the case under discussion, at the end 
of the first month from the date of the loan, the borrower would 
owe, not $50, but this sum plus the interest accumulating at the 
unknown rate during the month. From this amount is to be 
deducted the payment of $8.40, giving a new principal. Dur- 
ing the next month the interest on the new principal would 
accumulate and again increase the principal, etc. As this method 
gives the lowest rate for any given sum in interest, it is highly 
probable that the loan companies acquainted with the fact 
would contend that the rate should be computed on this basis. 
Whether the supreme court decision cited by Mr. Whiteford 

_ applies in the case of illegal interest is a matter, of course, for 
the court to decide. It may be contended that the court would 
hardly order the borrower to pay an illegal rate of interest, as 
is tacitly assumed when the supreme court decision is made to 
apply to rates in excess of the legal rate. On the other hand 
it may be held that as some rate of interest has been charged, 
such rate may be computed on this basis as well as on any other; 
furthermore, before the rate is computed, it is not known, 
theoretically, whether such rate is illegal or not; hence it is 
only logical to comply with the order of the court in this as in 
all other cases, and to determine the question of legality or 
illegality of rate in accordance with the court decision as to 


legal rates 
. 
"i @: That three different solutions to the same problem should 
' a. obtain, all apparently correct, seems at first sight paradoxical. 
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As may be suspected, however, the paradox is only seeming. 
The difficulty arises from the indefiniteness of the word interest. 
For instance, there are several correct solutions to the question: 
“What is the interest on $100 for ten years at 6%?” We may 
answer correctly “$60” or “79.08.” If simple ir -rest is meant 
the former answer is correct. If compound interest, compounded 
annually, the latter is correct. If the interest is to be com- 
pounded semi-annually, still another solution will follow; if 
quarterly, another, etc. It is from this fact that the different 
solutions cited in the earlier part of this article arise. 

It is evident that in the first solution the rate is computed on 
a basis of simple interest. In the second solution, a different 
rate is charged each month; in the first payment, $3.40 was 
charged as interest for $50 for one month—a rate of 82% per 
annum. The second month the same interest was demanded for 
$45 for one month—a rate of 91% per annum, while the last 
month shows a rate of 816% per annum—$3.40 for $5 for one 
month. The final result is the rate of the average interest 
computed from these rates. The third solution is evidently 
based on compound interest at a uniform rate. 

When requested to determine the rate of interest on this basis, 
the writer was unable to find a formula for the operation, and ac- 
cordingly it was necessary to derive one. It stands as follows, 
where S = the sum borrowed, a = the amount of monthly pay- 
ment, r—the rate per month, nthe number of payments, 
x=1+r, b=S/a: 1) = 0. 

In the following example the case under discussion is worked 
out by the formula. 


LOAN PAYMENTS 
$50 = $8.40 — 10 — $84. 
b = 5.952381 


1/(b + 1) = .143835 

b/(b+2) = .856165 

n(b+ 1)/b(n+ 1) = 1.06188 

b + 1/b = 1.168 

log x = .045323 

x” = 3.15176 log x" = .4985530 

x” = 2.83942 log x” = .4532300 
2.69843 
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-14099 
-14383 


.00284 


I.1I 
x = 1.10716 
x" = 3.05931 
x” = 2.76360 


of Interest Rates 


log x = .0441476 
log x” = .4856236 
log x” = .4414760 


2.61927 
-14433 


First we find the values of 1/(b + 1), b/(b+ 1), etc. The re- 
quired value of x lies between n(b+1)/b(n+1) and (b+ 1)/b. 
Hence we have only to find a quantity midway between these 
two values for our initial value of x. In general it is useless 
to carry this value out further than the second decimal place. 
In this case we find the value to be 1.11. We find the log. of 
this number, which we post as shown in the example. Then 
multiplying log. x by 10 we find the value of log. x” (in this 
case 1.11”) “skipping” a line in posting the result. Then we 
add the values of log. x and log. x”, posting the result, log. x”, 
in the intermediate line. Next we find the numbers correspond- 
ing to log. x” and log. x” (anti-logs.) which we post in their 
proper places. Next multiplying x” = 3.15176 by b/(b+1) = 
856165, we get 2.69843, which we post under x” = 2.83942, and 
subtracting we get .14099, which differs from 1/(b+1) = .143835 
by .00284. If the first assumed value of x had been correct, 
the difference would have been O. As the difference is positive, 
we subtract from 1.11 since x" — b/(b + 1)x"*’ is a decreasing 
function of x, giving 1.10716, when we repeat the operation as 
before, (using only the first three decimal places). This value 
of f (x) differs from 1/(b + 1) by .0005, which gives us the rate 
per cent per annum to within one unit, which is as near the true 
value as is ordinarily required. The rate in this case, then, is 
.107 per month (since x = 1 + the rate) or 128% per annum. 
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EDITORIAL 


Annual Convention of American Association 


The twenty-seventh annual meeting of the American Associa- 
tion of Public Accountants will be held at Washington, D. C., 
September 14th, 15th, 16th and 17th, 1914. 

This convention will be a radical departure from established 
precedent in that there will be no state society directly responsi- 
ble for the entertainment of the association. For many years 
it has been felt that the burden of entertainment was becoming 
too heavy for any ordinary state society to bear, and the forth- 
coming meeting is purposely held at a place in which there is 
no state society, with the idea of reducing expense and dis- 
tributing responsibility. 

The annual meeting committee consists of members of the 
Maryland and Virginia societies aided by certain accountants 
resident in the city of Washington. The two state societies men- 
tioned are arranging to entertain delegates and friends on two 
afternoons during the convention, but with the exception of 
these events each delegate will be expected to defray his own 
expenses. Five dollars a head will be sufficient to pay 
for all the regular events of the convention. There is not any 
probability of objection to such an outlay inasmuch as the 
practice has been to make a similar charge for the banquet 
alone. 
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The programme adopted is as follows: 

Monday: 10:00 a. m. Meeting of trustees. 4:00 p. m. 
Reception by ladies of reception committee. 

Tuesday: 9:30 a. m. Business session: address of wel- 
come; appointment of credentials committee; president’s ad- 
dress; etc. 2:00 p.m. Business session continued. 4:00 p. m. 
Two papers and discussion. 8:00 p.m. Paper and discussion. 
The ladies will have an opportunity to take a sight-seeing trip 
through Arlington, etc., in the afternoon. No arrangements have 
been made for the entertainment of ladies in the evening, but 
those who desire to purchase theatre tickets can make arrange- 
ments at the convention office. 

Wednesday: 9:30 a.m. Business session continued ; election 
of officers. 1:45 p. m. Leave by electric railway for Mount 
Vernon, stopping at Alexandria, en route. Return by boat to 
Washington. (The Mount Vernon trip is at the invitation of the 
Maryland and Virginia societies.) 8:00 p.m. Two papers and 
discussion. 

Thursday: 9:30 a. m. Final business session; installation 
of officers, followed by meeting of incoming board of trustees. 
2:00 p. m. Leave by electric railway for Annapolis; visit naval 
academy, etc. (The trip to Annapolis is at the invitation of the 
Maryland and Virginia societies.) 7:00 p.m. Shore dinner at 
Carvel Hall. 

It will be noted that the banquet is to be replaced by a shore 
dinner of a more or less informal character. This suggestion 
has met with the approval of many members of the association. 

Members of the committee are anxious that those who expect 
to attend the convention notify them at the earliest pos- 
sible moment so that there may be no confusion as to hotel 
reservations. The committee also wishes it made known that 
delegates desiring to have special arrangements made as to sight- 
seeing trips, etc., may feel at liberty to ask the committee to 
make such arrangements in advance for them. 


Professional Advertising 


Attention of our readers is directed to the symposium appear- 
ing elsewhere in this issue of THE JouRNAL oF ACCOUNTANCY 
on the question Should Accountants Advertise? 
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The views of the writers represent three distinct classes of 
opinion. Mr. Cooper adheres to the strictly professional and 
ethical view. Mr. Gore takes the position of the man of busi- 
ness. Mr. Shorrock believes in steering a middle course. In 
each case there is a great deal of force in the arguments of the 
writers. 

There is no question more frequently discussed among ac- 
countants or on which there is a wider difference of opinion than 
this question of advertising. But whatever may be one’s in- 
dividual opinion of the matter, there seems to be little doubt 
that the practice is falling into disuse. Primarily this may 
be because it is generally acknowledged that advertising does 
not pay in the case of accountancy; but there is another reason 
for the decline in the volume of accountancy advertising and 
this we believe to be an increasing perception of the profes- 
sional status of public accounting. 

One has only to look over the files of the papers of fifteen 
or twenty years ago to find that nearly every accounting firm 
of those days conducted a more or less continuous and self- 
laudatory campaign of advertising. Many of the firms now most 
vigorously opposed to personal advertisement are to be found 
among the advertisers of more primitive days. In the east, 
where accountancy made its debut in this country, accountants 
sought to introduce themselves to public attention by means of 
advertisement. As the profession spread over the country it 
carried with it the same idea of the methods whereby practice 
could be obtained. The consequence has been that the ac- 
countants throughout the country have spent an enormous 
amount o° money in advertising and have as a rule reaped a 
very meagre harvest therefrom. In the east the practice is now 
on the wane; in the middle west it is not increasing; in the 
far west it is still general. If the decline of advertising fol- 
lows precedent it seems safe to predict that in the middle west 
and the far west advertising will gradually pass out of vogue. 

There is very much to be said in favor of the arguments 
adduced by Mr. Sharrock as to the necessity of convincing the 
public that there is such a thing as public accountancy, but we 
do not believe that it will be necessary to continue the propa- 
ganda much longer. Accountancy is coming into its own in all 
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parts of the country and the day of the necessity of advertising, 
if such ever existed, is nearing its close. 

In all probability the accountants of twenty years hence who 
look back over their files of THe JourNaL for the year 1914 
will be absolutely astonished to read a headline containing such 
a question as Should Accountants Advertise? It will appear as 
ridiculous to that coming generation of accountants as it would 
to the rest of us nowadays to have physicians or lawyers ask 
a similar question as to their codes of professional ethics. 


Accountancy Defined 


Let those who are seeking for an exact definition of certified 
public accountancy read the following: 


The practice of accountancy is not a business open to all, but a 
personal right, limited to a few persons of good moral character, 
with special qualifications ascertained and certified after a long course 
of study, both general and professional, and a thorough examination by 
a state board appointed for the purpose. The right to practise account- 
— in the nature of a franchise from the state conferred only for 

The foregoing is probably as clear, concise and accurate a 
statement of the functions of certified public accountancy as has 
ever been written, and it is interesting to investigate its source. 

There are many certified public accountants who are inclined 
to believe that accountancy and the law are very closely related 
branches of professional work. There are others equally sure 
that there is no similarity. But even these latter will doubtless 
admit the correctness of the foregoing definition. If so they will 
be not a little amazed to learn that it is simply a paraphrase of a 
decision by the court of appeals of New York on the question of 
unlawful practice of law by corporations, collection agencies, 
notaries, etc. 

The court said: “A corporation can neither practise law nor 
hire lawyers to carry on the business of practising law for it 
any more than it can practise medicine or dentistry by hiring 
doctors or dentists to act for it,” and then followed it by the 
definition given above, merely using the word law where we 
have used accountancy. 
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Lawyers have been content to accept this definition of their 
profession. Accountants will probably be unanimous in accept- 
ing it as a definition of accountancy. 

To those public accountants whe still cling to the idea that 
certified accountancy may lack something of a professional! status 
we commend a consideration of the fact that one definition fits 
both law and accountancy equally well. 


Certification of Borrowers’ Statements 


In a recent issue of the Bulletin of the National Association 
of Credit Men appears a letter written by the clearing house 
association of Richmond, Virginia, to the organization committee 
created under the federal reserve act, suggesting a definition for 
the character of paper which would be acceptable for rediscount 
under the new banking act. 


In the course of the letter the following paragraph occurs: 


All single name or endorsed paper of corporations, firms or in- 
dividuals, where their total borrowings exceed a stated limit of, say 
$100,000.00, should be available for use only when the affairs of the 
firm, corporation or individual issuing same have been regularly audited 
(at least once a year) by certified public accountants approved by the 
federal board. 

The general idea suggested by the Richmond clearing house 
association is one that is capable of great development and enor- 
mous usefulness. It is certain that the practice of requiring 
certified statements from borrowers is spreading rapidly and 
many bankers predict that it will be almost universal within 
comparatively few years. It is to be expected, therefore, that 
the federal reserve banks will see that it is to their advantage 
to make stringent regulations. But we do not like the idea 
that the certified public accountants should be approved by the 
federal reserve board. 

It is not to be expected that members of the board will be 
in a position to distinguish between the desirable and undesirable 
accountants in all parts of the country and it would be infinitely 
preferable that the selection of accountants should rest with the 
reserve banks themselves. Bankers in each community can 
safely be trusted to ascertain the qualifications of certified pub- 
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lic accountants in their state or district; and we trust that when 4 
the reserve board makes its rulings it will provide that the mat- i 
ter shall be left to the reserve banks. 

For many years accountants have hoped that they would 
be able to secure federal recognition and there may be some who 
will argue that approval by the federal reserve board would be 
tantamount to a national certificate; but this view of the mat- yt 
ter is not justified. The probable result of leaving the selection 
to the federal reserve board would be that a few well known 
firms would be recognized and the great majority of smaller con- 
cerns in distant parts of the country would be entirely over- 
looked, whatever their merits or qualifications might be. It is 
eminently necessary that there should be no discrimination in 
favor of large firms, and for that reason if for no other it is 
desirable that protest should be made against the placing of i 
selective powers in the hands of the board instead of the banks. q 

| 
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This is a large subject and one that cannot be fully discussed 
in the brief space allotted to an editorial but it is one of tre- 
mendous importance and accountants throughout the country 
should take note of the suggestion and be prepared to recom- 
mend a better course of action. 
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Income Tax Department 
Epitep sy B. Niven, C. P.A. 


The rulings printed this month are for the purpose of giving effect 
to certain modifications of the regulations previously issued. They con- 
sist of: 

T. D. 1996, which amends the general regulations and provides that 
all cooperative dairy associations are required to make returns of annual 
net income. The previous ruling advised that certain of them were 
exempt from the requirements of the act. 

T. D. 1997, which waives the necessity of having monthly list returns 
made under oath as had been formerly required. 

T. D. 19098, which gives a form of certificate to be used by firms, or- 
ganizations and fiduciaries claiming exemption from deduction at the 
source on income other than interest on bonds. 

T D. 2001, which provides that corporations, in order to change the 
basis of making the return of their annual net income from the calendar 
to a fiscal year, must give thirty days’ notice thereof prior to March 1. 


(T. D. 1996, June 15, 1914) 


Cooperative dairies and like organizations do not fall within the classes 
of organizations enumerated in subsection G, section 2, act of October 
3, 1913, as exempt, and are required to make returns of annual net 
income. 


Attention is called to article 92 of regulations No. 33, approved 
January 5, 1914, in which it is provided that cooperative dairies not 
issuing stock and allowing patrons dividends based on the percentage 
of butter fat in milk furnished are not liable to the requirements of 
section 2, act of October 3, 1913. 

This article is amended to the effect that cooperative dairy associa- 
tions, whether issuing capital stock or not, are required to make re- 
turns of annual net income pursuant to the requirements of this act. 

The only corporations, joint-stock companies or associations, ‘or 
insurance companies, exempt from the requirements of this act are 
those which fall within one or another of the classes specifically enu- 
merated in the first proviso of subsection G of the act cited as exempt. 

Cooperative dairies, no matter how organized, do not appear to fall 
within any of these exempted classes, and will, therefore, be required to 
make returns. 

In the preparation of their returns, cooperative dairies may include 
in their deductions from gross income the amount actually paid to 
members and patrons for milk, but any amount retained at the end of 
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the year over and above expenditures will be returned as net income, 
upon which the tax will be computed and assessed. 

In so far as article 92, hereinbefore referred to, is in conflict with 
this ruling, it is hereby revoked, and collectors will require all organiza- 
tions of this character to make returns of annual net income and in 
other respects comply with the requirements of the federal income tax 
law as it applies to corporations, joint-stock companies or associations, 
and insurance companies. 

In so far as applicable, this ruling also applies to mutual or coopera- 
tive telephone companies, farmers’ insurance companies, and like organ- 
izations. 


(T. D. 1997, June 16, 1914) 


Monthly list returns not to be made under oath. 


The requirement that monthly list returns be made under oath (as 
provided by articles 35, 50, 53, and 50, income tax regulations No. 33, 
when filed by withholding agents on or before the 20th of the month fol- 
lowing that in which withholding occurred) is hereby waived. 

In all cases the annual list return required of withholding agents (of 
which the monthly list returns will form a part as required by regu- 
lations) will be made, sworn to, and filed as now required by existing 
regulations, and the jurat for the annual list return will cover the entire 
return as thus made up. 


(T. D. 19098, June 16, 1914) 


Exemption certificate provided for use of firms, organizations, ana 
fiduciaries claiming exemption from withholding of tax at source on 
income other than interest on bonds. 


The following certificate is hereby provided for use of firms, organiza- 
tions and fiduciaries for the purpose of establishing their identity and 
nonliability to withholding at the source of income (other than interest 
on bonds) payable to them. Said certificates shall be of the size and 
be printed on yellow paper of the weight and texture all as provided by 
T. D. 1976, the requirements of which are hereby made applicable to the 
certificate hereby provided. 


(Form 1063) 
EXEMPTION CERTIFICATE—FIRMS, ORGANIZATIONS, OR FIDUCIARIES 


(For use of firms, organizations or fiduciaries entitled to receive income other 
than from interest on bonds, to establish their identity and nonliability to 
withholding at the source.) 


(Character of income, * other than interest on bonds, as rent, dividends” from 
foreign corporations, etc.) 
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I do solemnly declare that the firm, organization, or person named be- 
low is entitled to receive the above-described income and that under the 
provisions of the income tax law and regulations said income is exempt 
from having the tax withheld at the source, and that all the information 
given herein is true and correct. 


(Name of firm, organization, or. 
fiduciary.) 


(Signature of person duly authorized ‘te 
sign for firm or organization and his 

official position or name of trust.) 


(Give full post-office address of firm or 
organization or fiduciary.) 


The exemption certificate provided for the use of individuals is 
form 1007, which will be used by individuals in all cases except for 
interest on bonds, for which forms 1000 and 1000-B are provided. 


(T. D. 2001, June 22, 1914) 


Corporations desiring to make returns of annual net income on the basis 
of a fiscal year must give notice in writing to the collector not less 
than thirty days prior to March i, designating in such notice the last 
day of some month as the close of the fiscal year. Failure to give 
such notice at least thirty days prior to March 1, or to make return 
for the preceding calendar year on or before March 1, render cor- 
porations liable to additional tax and penalty. 


Your attention is called to the following provision quoted from para- 
graph O, subsection G of section 2, act of October 3, 1913: 


The tax herein imposed shall be computed upon its entire net income 
accrued within each preceding calendar year ending December thirty-first ; 
provided further, That any corporation, etc., subject to this tax 
may designate the last day of any month in the year as the day of the 
closing of its fiscal year and shall be entitled to have the tax payable by 
it computed upon the basis of the net income ascertained as herein 
provided for the year ending on the day so designated . . . and it 
shall give notice of the day it has thus designated as the closing of the 
fiscal year to the collector of the district in which its principal business 
office is located at any time not less than thirty days prior to the date 
upon which its annual return shall be filed. 


Except as provided in the act, all corporations are required to make 
their returns of annual net income on the basis of the calendar year and 
to file such returns on or before the 1st day of March next following. 
March 1 is, therefore, the primary due date for the returns of all cor- 
porations. This due date can be postponed only in accordance with some 
legal or authorized action. Unless such action is taken within the pre- 
scribed time, or the returns filed on or before March 1, all corporations 
in existence at the preceding December 31 and failing to take such action, 
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or so file their returns for the period ended December 31, will be held 
to be delinquent, and will be subject to 50 per cent additional tax and the 
penalty of the law. 

The filing of returns at any date other than on or before March 1 
and on a basis other than the calendar year can be authorized only in 
cases wherein corporations, not less than thirty days prior to March 1, 
give notice in writing to the collector of the district in which are located 
their principal places of business, designating in such notice the last day 
of some month as the close of their fiscal year. In this case the corpora- 
tions will make their returns for the year so established, and will file 
their returns on or before the last day of the sixty-day period next fol- 
lowiag the date designated as the close of the fiscal year. 

For the purpose of the income tax, a fiscal year, when designated, 
must be so designated that the return made on this basis will not compre- 
hend a period greater than twelve consecutive months. If the required 
notice is delayed until it cannot be given at least thirty days prior to 
March 1, or if the date designated as the close of the fiscal year compre- 
hends a period greater than twelve months from the close of the period 
for which the last prior return was made, the returns must be made as 
of the calendar year and must be filed on or before March 1 until such 
time as a fiscal year for this purpose can be legally established. 

If a corporation which shall have filed, on or before March 1, its 
return for the preceding period ended December 31, desires to establish, 
as a basis for making future returns, a fiscal year ended at some date 
prior to the next December 31, it may do so by filing, at least thirty days 
prior to the date when its returns, on a fiscal year basis, will be due, a 
notice with the collector designating the last day of some month as the 
close of its fiscal year. It will then, on or before the last day of the 
sixty-day period next following the date so designated, file a return 
covering the period from January 1 to the date so designated in the 
same year, and thereafter its returns will be made for each twelve-month 
period next following such date. 

The above rulings will apply to corporations which began business 
within the year, as well as to those which were in existence and trans- 
acted business throughout the year. 

Any ruling or treasury decision heretofore issued and in conflict with 
this decision is hereby recalled and revoked. 
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Students’ Department 
Epitep By SEYMouR WALTON, C. P. A. 
CoLorADO EXAMINATION 


In the examination held in Colorado in December, 1913, the first prob- 
lem is one that is principally of local interest, since it requires the making 
of a report in conformity to a special state law, the material furnished 
being three long trial balances. It also asks for a report of the amount 
of federal income tax. For the latter purpose it refers to a blank inclosed, 
presumably the official blank furnished by the collector of internal revenue. 
The furnishing of this blank to the examinee brings up the question as 
to whether it is quite fair to ask any one to make up a set of rather 
complicated figures depending entirely upon his memory for the various 
divisions of the report. In practice the accountant would have the blank 
before him in which all the classes of income are specified. Is he expected 
to remember just how each one is treated, when he has no blank before 
him to guide him? Is he obliged to carry in his mind the gradations 
of the super-tax from $20,000 to $50,000, to $75,000, to $100,000 up to 
$250,000, when the official blank gives him that information, when actually 
filling out the return for an individual ? 

The Colorado examination asks for the making of a return for a 
corporation, which is not nearly so difficult a matter as making one for 
an individual whose taxable income exceeds $100,000. The Illinois examina- 
tion for May, 1914, required the making up of the return for such an 
individual, but no persons, unless they had actually made out a large 
number of such returns, would be able to remember all the points to be 
covered, because they would not have burdened their minds with details 
plainly covered in the printed blank. It may be said, in passing, that this 
is the only criticism to be made of the very excellent and entirely fair 
examination in all its branches. 

The second problem in Colorado is concerned with the adjustment 
of a financial settlement. It is given below. The editor of this depart- 
ment would very much appreciate the opinion of examiners as to whether 
the solution offered is adequate—that is, whether it is sufficient to start 
from the statement as rendered and make a schedule of the adjustments, 
or whether it is necessary to restate the whole transaction. It is a ques- 
tion of saving time, which is of vital importance in these examinations. 

The third problem is one of those in which the data given are totally 
insufficient to enable one to give anything approaching a correct solution, 
although it would have required only a very few words to give the actual 
facts. The objection to such problems is not only because they are puz- 
zling to the one attempting to answer them, but also because the student 
is apt to consider that the examiners countenance a report made in actual 
practice from figures which do not reflect the true conditions, because 
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all the facts are not disclosed. The student is liable to think that, be- 
cause the examiner will be satisfied with a profit and loss statement and 
a balance sheet that are totally incorrect, when such are prepared in 
answer to a problem, he and other accountants will also be satisfied with 
such statements when reporting to a client. 

The fourth and last question in practical accounting is one calling 
for a form of cash book, of sales book, of a cash book for a charitable 
institution, and of a stock ledger, a question that would appear to belong 
rather to the theory of accounts than to practical accounting. The ex- 
aminers probably correctly thought that it makes little difference how 
a question is classified, if it tends to show the ability of the student, as 
this one does. 


State Boarp oF ACCOUNTANCY OF COLORADO 
Examination December 18, 19, 20, 1913 
Practical Accounting 


Smith & Jackson are real estate speculators. They formed a syndicate 
(including themselves) for the purpose of buying 7,000 acres of land on 
which they held an option. 

They stated that this land would cost them (Smith & Jackson) $30.00 
per acre, one-third down in cash and the balance on mortgage; that 
they believed that the land could soon be sold for an advanced price. In 
view of the prospects of a quick sale, they would charge no commission 
or any profit to the syndicate for services in regard to the purchase, 
but at the time of a sale, they would charge 5% of the selling price. 
Everybody in the syndicate was to share in exactly the same manner 
on the money invested, (except as to the commission at the end). 

They interest 


A to the extent of $ 9,000. and allot him 900 undivided acres. 
B to the extent of 34,000. and allot him 3,400 undivided acres. 
C to the extent of 9,000. and allot him 900 undivided acres. 


$52,000. 


Smith & Jackson themselves to invest the balance needed and they allot 
themselves 1,800 undivided acres. This being $18,000 would make a 
total of $70,000.00, which was to constitute the one-third down, the bal- 
ance being covered by mortgage. 

A deed for the land was obtained, Smith & Jackson looking after all 
matters, such as receiving the money, making payments, etc. After one 
year they find a purchaser for the land at $35.00, who agrees to assume 
the mortgage, and pay the balance $105,000 in cash. The offer is accepted 
and the money paid to Smith & Jackson. 


Thereupon Smith & Jackson make a proposed distribution, based on | 


the agreement that 5% commission should be deducted on the selling price 
and retained by them, as follows: 
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Proceeds of sale Less commission Amount to each 
A 9/70 $13,500 — $1,575.00 = $11,925.00 
B 34/70 51,000 — 5,950.00 = 45,050.00 
C 9/70 13,500 — 1,575.00 = 11,925.00 
$9,100.00 

Themselves 
18/70 27,000 + 9,100.00 above = 36,100.00 
$105,000 Total cash received $105,000.00 


In the meantime the members A, B & C, have found out that this 
land cost Smith & Jackson only $28.50 per acre, and that they paid down 
only $59,500, instead of $70,000, (and gave a mortgage for the balance of 
$140,000, as stated). A, B & C confront Smith & Jackson with the facts, 
and they finally admit it to be true. After much argumentation, Smith & 
Jackson agree to make the matter right by refunding each of the in- 
vestors $1.50 per acre, being the difference between the actual price paid 
$28.50 and the stated cost of $30.00 with interest at 6% on the same for 
one year. 

At this point you are engaged by A, B & C, as they would like to 
know what is coming to them under their agreement. 

What amount should each party receive? 

Draft necessary schedules or accounts to illustrate your answer. 


SoLUTION 


As the commission of 5% was to be paid to Smith & Jackson on the 
cash received from the sale of the land, the amount of it as calculated 
in the problem would not be affected. 

Smith & Jackson would owe A, B and C $1.50 per acre as a refund of 
the money wrongfully collected from them as the purchase price of the 
land, together with one year’s interest on each amount at 6%. 

The schedule of each man’s account would be the statement already 
made, followed by the proper adjusting entries, as follows: 


A, a8 per statement vemGered $11,925.00 

Overcharge on goo acres at $1.50 ............... 1,350.00 

Interest on $1,350.00 at 6% ..............005- 1.00 $ 13,356.00 
B, as per statement rendered .................0.0. $45,050.00 

Overcharge on 3,400 acres at $1.50 ........... 5,100.00 

Interest on $5,100.00 at 6% ............0eeeee 306.00 50,456.00 
C, as per statement rendered .................065. $11,925.00 

Overcharge on 900 acres at $1.50 ..........+s005 1,350.00 

Smith & Jackson as per statement .............. $36,100.00 

Less refund on 5,200 acres at bi 50 ...$7,800.00 

Less interest on $7,800.00 at 6% ...... 468.00 8,268.00 27,832.00 
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PROBLEM 3 


The Fairview Cemetery Association, a corporation, has as one of its 
by-laws the provision that “the sum of $2,500.00 shall be paid out of 
the gross profits, annually, to the Guaranty Trust Co., trustee, for the 
purpose of creating an endowment fund, the income from which is to 
be used for the perpetual care of the cemetery, after the company shall 
cease to exist; and further that in the year 1960, said endowment fund 
shall be paid over to the city, with the provision that the income there- 
from shall be used in maintaining the cemetery as a park.” 

In accordance with the above the Cemetery Association pays over to 
the Guaranty Trust Co., on December 31, 1912, the sum of $2,500.00. 

June 30, 1913, was the end of the first fiscal year of the association 
and the books are to be closed as of that date. The trial balance of 
their books was as follows: 


Debit Credit 
$ 80,000.00 Capital stock .......... $100,000.00 
Accounts ‘receivable ... 4,260.00 Sales of lots ......... 32,450.00 
Cash in office & in banks 12,759.60 Notes payable ......... 5,000.00 
ee of cemetery .. 16,540.00 Accounts payable ..... 1,450.00 
Office expenses ........ 1,950.00 Income from interments 2,140.00 
Improvements ......... 23,150.00 Miscellaneous income .. 560.00 


Lots in other cemeteries 440.40 
Endowment fund (re- 
ferred to above) .... 2,500.00 


$141,600.00 $141,600.00 


It is stated that under our statute, sale of lots can be treated as 
“profits,” and the company avails itself of this in closing their books. 

Under date of June 30, 1913, the Guaranty Trust Company makes the 

following report as to the endowment: 

1. That they received the $2,500. 

2. That on January 15, 1913, they purchased two $1,000 bonds at par and 
accrued interest. Rate of interest is 5%, payable June and Decem- 
ber of each year. 

3. That they collected $50.00 interest on June 1, 1913. 

4. That they allowed 3% interest per annum, computed semi-annually 
on the lowest amount of cash in the fund during the period. 

5. They showed the cash in fund, which you are asked to compute 
from the above, to verify the correctness of their balance. 


1. Make necessary journal entries to close the books for the fiscal year. 

2. Construct income and expense accounts for the year. 

3. Construct balance sheet ending June 30, 1913. 

4, Prepare such accounts as in your opinion are necessary to show 
the full status of the endowment fund, to be kept on the books of 
the association. 


137 


4 
i 
a 
ig 
4 


The Journal of Accountancy 


SoLuTION 


It is impossible to give even an approximate solution to this problem, 
on account of the lack of necessary data. The cost of the land and of 
the improvements is given, but there is no clue to the character of the 
improvments, as to how much represents permanent improvements in 
the shape of buildings, and how much represents the cost of bringing 
the original bare land into condition for sale as burial lots. Again, 
there are no statistics given as to the amount of land that has been sold 
for $32,450.00. Therefore, we are in the position of being asked to find 
the profit on developed property without any information as to how 
much property was sold or as to what it cost. It is said that under the 
statute the sale of lots may be treated as profits; but that surely cannot 
mean that no account is to be taken of the cost of the lots sold. 

The provisions with regard to the endowment fund are so vague as 
to lead to the suspicion that they were drawn up by a lawyer, without the 
aid of an accountant. They do not say whether the interest on the bonds 
in the fund is to be added to the fund or not. Under the conditions as 
given in the problem, the interest earned could be claimed by the cemetery 
association, to be used in caring for the lots already sold. This would 
be logical, and we have assumed that such was the intention. The only 
thing that militates against this view is that, since there would be no 
compound interest accretions to the fund, it would amount to only $120,- 
000.00 in the forty-eight years. This would be a very small fund to care 
for lots in a cemetery the bare ground of which cost $80,000.00. 

The provision that $2,500.00 shall be paid out of the gross profits 
annually to the trustee does not mean that this amount shall be charged 
to profit and loss each year. The amount necessary to be invested to 
care for all the lots to be sold should be ascertained or estimated. This 
amount divided by the total number of lots would determine the amount 
to be set aside for each lot. The number of lots sold each year would 
determine the amount to be charged to lot sales and credited to perpetual 
care reserve. It is charged to lot sales, because the price at which each 
lot is sold includes the amount necessary to be set aside to provide for 
the care of that lot. The so-called endowment fund, for which a more 
descriptive title would be perpetual care fund, is established in pur- 
suance of a financial arrangement, which does not in any way influence 
the accounting principle that the charge against profits and credit to 
the reserve must be governed by the number of lots sold. The difference 
between the fund and the reserve will indicate whether the invested funds 
are equal to, or less than, the required reserve. 

Not only is this the logical way to treat this matter; it is also the only 
safe way, Allowing that $120,000.00 is to be the extent of the fund, 
a serious complication might arise if all the lots were sold in the first 
twenty-four years. There would have been deposited in the fund only 
$60,000.00. If all the annual net profits had been distributed in dividends, 
only $60,000.00 having been set up as a reserve, the question would arise 
as to where the gross profits were to come from, out of which to pro- 
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the care fund. 


sold, or to the perpetual care reserve. 


able construction on the matter. 
Care Funp INVESTMENTS 
Jan’y. 15, 13 Bonds . -$2,000.00 


Guaranty Trust CoMPANY 


Dec. $2,500.00 Jan’y. 15, "13 
June "13 Coupon 50.00 “ 
“30, Interest on 
balance .. 7.30 June 30, “ 
$2,557.30 


Funp INCOME 


Jan’y. 15, '13 Acc’d inter- June 
est, bond $12.60 " 

June 30, 13 Upkeep 
cemetery 


I, 
30, "13 


44.70 
$57.30 
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vide the other $60,000.00 during the last twenty-four years. 
reserve is set up pro rata with the lots sold, the reserve would amount 
to $120,000.00 when the last lot was disposed of. As this $120,000.00 
would have been charged to profit and loss, as the reserve was credited, 
it would correspondingly reduce the surplus out of which dividends could 
have been paid and have increased the assets with which to provide for 


Therefore we find three uncertain quantities in the preparation of an 
income and expense account for the year—the cost of the lots sold, 
the amount of the reserve to be set up by a charge to lot sales, and the 
net interest on the care fund, whether it is to be credited to upkeep of 
cemetery, to reimburse the association for keeping up the lots already 
In consequence of the loose way 
in which the problem is stated, we are obliged to ignore the cost of 
the lots, to consider the $2,500.00 deposited with the trust company as 
the correct amount of the reserve, and to assume that the interest on 
the fund is to be paid over to the association to pay for the care of the 
lots already sold. With these three things guessed at, the value of the 
financial statements which follow is problematical, to put the most charit- 


If the 


Bonds_....$2,000.00 

Acc’d  inter- 
12.60 
Balance 544.70 
$2,557.30 


This last account could be called “care fund cash.” 
The lowest amount of cash in the fund was $487.40 on January 15. 
The interest on this at 14% for six months was $7.30. 


Coupon 
Interest 


Trust Co. 


$57.30 


The journal entries necessary to close the books would be: 


$50.00 
7.30 
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To apply the income from the care fund to the 
upkeep of lots already sold. 


2,500.00 
2,500.00 
To charge lot sales with the cost of perpetual care. 


The income and expense account would be merely a copy of these 
entries. 


BALANCE SHEET, JUNE 30, 1913 


Assets Liabilities 
; 
$ 80,000.00 Capital stock .......... $100,000.00 
Care fund investments . 2,000.00 Perpetual care reserve .. 7,500.00 
Care fund cash ........ 500.00 Notes payable ......... 5,000.00 
Care fund income cash 44.70 Accounts payable ...... 1,450.00 


Lots, other cemeteries . 440.40 
Accounts receivable .... 4,260.00 
Cash, office and banks .. 12,759.60 


$123,154.70 $123,154.70 


There is still a fourth guess to be made, as to what they were doing 
with the lots in other cemeteries. If these lots are included among 
the lots sold, the value of them should have been charged off. 

The above answer constitutes about as unsatisfactory a financial 
statement as could well be drawn off. Probably some one else would 
produce entirely different figures from the same data. 


CEMETERY ACCOUNTS 


In order to institute a proper system of accounts for a cemetery, it 
is absolutely essential that accurate physical statistics should be obtained. 
The ground should be accurately surveyed and a map made of it, drawn 
to an exact scale. The area to be used for general purposes, such as 
the building at the entrance, containing the offices and the reception 
rooms for the public, the greenhouses, stables, etc. should be measured. 
A system of roadways should be outlined and the land to be used for 
them measured also. Knowing the cost of the whole plot and its area in 
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acres and odd square feet, the cost price of the land used for general 
purposes can be calculated. An entry would then be made: 
General public land 
To land 
To charge off the cost of the land to be used for general purposes. 

The value remaining in land account would then be the cost of the 
land that is to be subdivided and sold as lots or as single graves, as 
there is usually a section set aside in which single graves are sold to 
those who do not need a family lot. This land should be divided into 
sections, each of which should be carefully measured. Only a very few 
sections should be improved and offered for sale at a time, the fewer 
the better, in the interest of accurate statistics. The cost of improving 
each section should be carefully kept account of, and charged to improved 
land. An entry should also be made: 

Improved land 
To land 

For so many square feet of land improved to put 
it in condition for sale. 

When the improvements are finished, improved land account will 
show the cost of the land to be offered for sale, including the original 
cost of the ground. Knowing the exact area of the land improved, the 
cost per square foot can be calculated. 

When lots are sold, the exact measurements are recorded. The land 
sold for single graves is usually the same area for each one, so that the 
total area thus sold will be found from the total number of graves sold 
in the year. In closing the books, the following entries are made: 

Lot sales 
To improved land 
So many square feet at —— per foot. 
Single graves sales 
To improved land 
So many square feet at —— per foot. 
To charge sales with cost of land sold. 

When these entries are made, land account will represent the cost 
of the raw or unimproved land, and improved land account the cost of 
the improved land not yet sold. Each entry in the ledger in these two 
accounts should be supplemented by a quantity amount in the remarks 
column, furnishing a running inventory of the acres and feet represented 
by each balance. As there are 43,560 square feet in an acre, it is 
necessary to carry out the cost per square foot to several decimals of 
a cent, in order to be at all accurate. 

Knowing the cost of the sales, it is next necessary to find the net 
selling price realized. When a perpetual care provision is included in 
the deed of each lot sold, as it usually is, the price realized for the lot 
is subject to a reduction for the amount to be credited to the perpetual 
care reserve. Whether this amount is proportionate to the area or to 
the price, it is a definite quantity, and a journal entry should be made, 
charging lot sales and crediting reserve for perpetual care with the 
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amount. If the total is easily ascertainable, the entry need not be made 
until the end of the year. If there is a contract to care for single graves, 
a similar entry should be made for them. 

In order to protect the lot owners, an amount equal to the credit to the 
reserve should be paid over to a trustee, who should invest it in interest 
bearing securities. The amount thus paid over is charged to the trustee. 
When investments are made, the trustee is credited and care fund 
securities charged. The care fund thus consists of two amounts, the 
investments and the uninvested cash in the hands of the trustee. 

As the care fund, by this method, consists of contributions by actual 
lot owners, the interest on the fund is payable to the cemetery associa- 
tion to be used in caring for ‘the lots of these owners. It is not neces- 
sary to keep an account of the specific expense, as the amount can be 
credited to the accounts representing the general maintenance of the 
improved land. 

The expense accounts should be subdivided so as to indicate which 
ones, such as sodding and watering, are proper maintenance charges, 
and which ones apply to departments which should be a source of 
income. The labor and supplies appertaining to the greenhouse should 
be charged to greenhouse expense. The proceeds of flowers and plants 
sold by the greenhouse are credited to greenhouse receipts so that the 
profit or loss from that source can be ascertained. As a charge is made 
for digging graves, an account should be kept with the expense and 
Teceipts connected therewith. Boxes are also sold, necessitating an 
account with them. 

A separate account should be kept with different classes of buildings, 
The office building is usually of stone, and does not depreciate as 
quickly nor need as many repairs as greenhouses. 

If the property is to be turned over to the city without compensa- 
tion, to be used as a park, at some definite time in the future, the 
general land must be treated as a wasting asset, since its value will 
eventually disappear, as far as the cemetery association is concerned. 
The reserve against this loss and the depreciation reserve against 
the buildings should provide a fund out of which the capital can be 
repaid, in large part, if not entirely. 

In a cemetery, the general land, not intended for sale, is a fixed asset, 
while the land that is divided into lots for the purpose of sale is a 
floating asset. 

From the accounts kept in this manner an intelligent statement of 
income and expense can be very easily prepared, showing the cost 
and gross profit of the lots sold and the expense and profit of each 
of the minor departments. The balance sheet will exhibit the cost 
value of land, general land and improved land, in addition to the other 
fixed and floating assets. 


As we are on the subject of land, this seems an appropriate place to 
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notice the two ways in which mortgages payable may be treated. Mr. 
R. L. McCrea, in the June JouRNAL or ACCOUNTANCY seems to imply 
that there is only one. He says: 

“Another loophole which is very often taken advantage of is where 
real property is purchased on the basis of a certain value, ‘subject to’ 
a mortgage for a certain known amount. 

“The attorney states that the debt is against the property, and not 
a liability of the new owner of the property, therefore the innocent 
person or wildcat schemer hides either intentionally or not under the 
veil produced by the statement made by the attorney. 

“The real property was purchased on the basis of a certain known 
value and a known debt must be paid before the title to the property 
is clear, therefore the value of the property should be considered the 
asset and the amount of the mortgage a liability. The equity being 
considered and no liability mentioned is in error, anientang and the 
cause of much harm to innocent persons.” 


I agree with Mr. McCrea that the full price of the property should 
appear, and that the mortgage payable should also be exhibited, but 
not as a liability of the company. There is a distinction between a 
liability and a deduction from an asset, and in this case the mortgage 
is a deduction from the full value of the property. If the company 
had itself executed the mortgage, and the property was not sufficient 
to pay it when it fell due, a deficiency judgment could be taken against 
the company for the difference. Therefore, the mortgage would be a 
general debt of the company, as well as a specific one, and it should 
appear on the balance sheet among the liabilities. In the case in point 
no such liability exists. All that the company is liable for is the loss 
of the property, that is, of its equity. In the balance sheet the property 
should be shown at its full purchase price, the mortgage deducted from 
it, and the equity carried out as an asset. 

This is not a fanciful distinction, valuable only from a purely 
theoretical standpoint. It is intensely practical in Illinois, at least. 
By the statutes of that state any director of 2 company who knows that 
the outside liabilities of the company exceed its capital stock is per- 
sonally liable to creditors for the excess unless he can show that he 
protested against the condition and tried to remedy it. To such a 
director the distinction between a liability and a deduction from an 
asset has a very important practical meaning. In one case a company 
with a capital stock of $50,000.00 showed on its trial balance notes and 
accounts payable of $48,000.00 and a mortgage payable of $20,000.00. 
Of course, on the ledger and in the trial balance the mortgage would 
appear among the credit balances. The bookkeeper of the largest 
creditor prepared a balance sheet, showing the mortgage as a liability, 
making the total liabilities $68,000.00. As the company was hopelessly 
insolvent, a demand was made upon the directors for the $18,000.00 
excess of liabilities over capital. They employed an accountant, who 
investigated the status of the mortgage and found that the property 
behind it had been bought subject to the mortgage, which it was 
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specifically stated in the deed that the company did not assume. On 
the report of the accountant the directors claimed that the mortgage 
was a deduction from the property and was not a liability and there- 
fore the liabilities of the company did not exceed its capital stock, and 
that they were not liable. This contention was upheld and they saved 
the $18,000.00. 

This distinction is one that should be given more attention than is 
usually accorded to it by accountants in preparing the balance sheets 
of their clients. 


SinKING Funpb 


In the same number of Tue JourNat, there is a letter from Mr. 
George W. Shipway, C.P.A. criticising the very able and interesting 
article by Mr. Charles S. Ludlam, C.P.A. on the Treatment of Sinking 
Funds, which appeared in THe Journat for March, 1914. Mr. Shipway 
says: 

“The author also states that current assets should be transferred to 
the sinking fund, without making a charge to income to accumulate a 
reserve. I fail to see the advantages of this method for the following 
reasons: first, the facts are not properly recorded unless a special 
reserve is created; second, the directors of the corporation may pay 
dividends if the amount is not set aside; third, there is no difference in 
the final result.” 

He then gives an illustration, which is faulty in that it shows a 
capital and surplus of $5,500,000 on one side with a plant of $5,000,000 
and only $500,000 of net current assets on the other. I take the liberty 
of amending his figures as follows: 


Assets 
Plant and property $4,000,000 
Current assets, net 1,500,000 
Liabilities 
Capital stock $5,000,000 
Surplus 500,000 


The corporation issues $5,000,000 of bonds, and invests the whole 
amount in its plant. 

“After the bonds are sold, the cash proceeds would appear temporarily 
among current assets until additions to the property were made. Assume 
that the mortgage requires that a sinking fund be established to retire 
the bonds in twenty years. On the theory that the instalments will 
be paid from current assets without making a deduction from income, 
the accounts as a result of the method employed will reflect the following 
condition at the end of twenty years: 
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Assets 
(a) Plant and property $9,000,000 
(b) Sinking fund 5,000,000 
(c) Current assets, net 1,500,000 
Liabilities 
(d) Capital stock 5,000,000 
(e) Bonds 5,000,000 
(f) Surplus 5,500,000 


“Items (b) and (e) would be eliminated after the bonds are paid, 
and there would be $5,000,000 more in the surplus account at the end 
of the period than at the beginning, represented on the asset side by 
additions to plant and property. If the charges had been made to 
income during the twenty years, we would have as a result a surplus 
of $500,000 and a reserve of $5,000,000; this latter amount could be 
transferred to surplus after the bonds are paid. In the meantime, the 
advantage is had of a proper record of the facts. 

“During the twenty-year period, the corporation is in effect making 
additions to plant and property from its surplus earnings. In order to 
pay dividends it must have additional surplus earnings sufficient to 
provide current assets from which to pay them. Is it sound finance 
for a corporation to borrow money in order to pay a sinking fund 
instalment, the current assets having been depleted because dividends 
were paid? It would not be necessary to create a second debt if the 
company had maintained a reserve or an adequate surplus. An in- 
debtedness incurred to pay sinking fund instalments would still remain 
after the bonds had been paid.” 

It would seem as if this question of sinking funds had received 
sufficient consideration to establish the true accounting principles which 
govern them. As I have said before, the confusion in the minds of 
many accountants arises from the inability to distinguish between finan- 
cial considerations and accounting principles. The corporation is not 
“in effect making additions to plant and property from its surplus 
earnings.” It is making those additions from the money provided by 
its earned surplus, not distributed in dividends. If surplus earnings 
are not earned surplus, what is? 

It seems difficult to make the situation clear to those accountants who 
are obsessed with the idea of a special reserve against the perfectly 
good assets in the sinking fund, but with the hope of settling this vexed 
question once and for all, it is worth trying. 

Mr. Shipway says that the corporation is in effect making the addi- 
tion to plant from it surplus earnings. It does this by issuing $5,000,000 
of bonds and by making the whole of the additions at once. It then 
virtually pays for these additions by the amortized equivalent of $250,- 
ooo a year for twenty years. The effect and the accounting principle 
would be exactly the same if the corporation had elected not to issue 
the bonds and make the addition at once, paying for it in twenty years, 
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but had chosen to spread the addition itself over the twenty years by mak- 
ing additions costing $250,000 each year, paying for them, as it neces- 
sarily must, out of the money provided by the surplus earnings or 
earned surplus. These additions would be charged to plant. Will Mr. 
Shipway or any one else say that a special reserve against the plant of 
$250,000 every year should be set up? Of course, this special reserve has 
nothing to do with depreciation, but is in addition to the reserve for 
that purpose. If no such reserve is to be established against a plant 
when paid for in this way, what possible excuse can there be for an 
exactly similar reserve when payment is made in a different way? 

The excuse that is given is contained in Mr. Shipway’s second reason 
for “making a charge to income to accumulate a reserve,” namely, “the 
directors of the corporation may pay dividends if the amount is not 
set aside.” He seems utterly oblivious of the fact that the reason the 
directors cannot pay dividends is not because the special reserve has 
been set aside, but because the money has been set aside in the hands of 
the sinking fund trustee, and therefore is not available for the payment 
of dividends or of anything else. But this is a financial, not an accounting 
reason. Borrowing money to pay a sinking fund instalment, the cur- 
rent assets having been depleted because dividends were paid, is in 
effect borrowing money to pay dividends, since the sinking fund payment 
takes precedence over the payment of dividends. Borrowing money to 
pay dividends is not sound finance, unless the directors can see their 
way clear to repay it, with due regard not only to the necessity of 
providing for the sinking fund, but also to the necessity of maintain- 
ing a proper working capital, which is again a financial proposition. 

The ruling of the interstate commerce commission on this subject 
is so clearly in accordance with the facts and the accounting principle 
that there should never again be any question as to the establishment of 
any utterly meaningless special reserve. The earnings from the pro- 
ceeds, of which the sinking fund bonds are bought, are still surplus, but 
in order to show that they are not financially available for dividends 
they are shown as appropriated surplus and are included with the free 
surplus to form the total surplus. In no other way can the total un- 
divided profits of the corporation be exhibited. Setting up a special 
reserve for the sinking fund by a charge against profits and excluding the 
amount of this reserve from the total surplus is to make a false state- 
ment to which no accountant should ever lend the authority of his 
signature. 

Referring again to Mr. Shipway’s fear that the directors may de- 
clare dividends if the reserve is not set aside, there is one contingency 
that might arise, in which this question of the right to pay a dividend 
that would encroach on the special reserve would become practical. If 
the company could finance such a dividend would it be legal to pay 
it? In the case under consideration it might have happened that part 
of the property, valued on the books at one million dollars, was not 
included in the moragage behind the bonds, so that it might be sold. 
Assuming that the company had no further use for this particular piece 
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and that they sold it for its book value, so that they made neither a 
profit nor loss on the transaction, the question would arise as to what 
they could do with the money, if the condition was as follows: 


Assets Liabilities 
Plant and property ....$ 9,000,000 Capital stock ......... $ 5,000,000 
Sinking fund .......... 2.900000 Bonds 5,000,000 
Current assets, net .... 1,500,000 Special reserve ......... 2,500,000 
500,000 
$13,000,000 $13,000,000 


When the property was sold, they would have $1,000,000 of extra 
money, for which they would presumably have no use, since they have 
gotten along so far without it. If I understand Mr. Shipway and others 
who advocate the special reserve, the company could declare a dividend 
of $500,000, the amount of the surplus according to him, but would 
have to stop there, and would have to keep the other $500,000, for which 
they had no use. I would like to have Mr. Shipway and other account- 
ants express an opinion for or against the right of the company to declare 
and pay a dividend of the whole $1,000,000 of idle money. 

I would also like an answer to the question that has never yet been 
answered, as to why it is necessary to set up a reserve when money has 
been expended for bonds in a sinking fund, when it would not have been 
necessary to set up such a reserve, if the same money had been expended 
directly in the purchase of an additional plant. In both cases the ex- 
penditure has been out of profits, that is, out of the funds derived 
from profits, and there does not seem to be any good reason why there 
should be any difference in the treatment. 

The excuse usually given is that unless the reserve is set up, by a 
charge against profits, the surplus will be so large that the stockholders 
will be clamorous for dividends. This is not only a flimsy excuse; it is 
also not true. Any number of corporations could be named in each of 
which a large free surplus has been accumulated and maintained for 
years without any dissatisfaction on the part of stockholders, who are 
sensible enough to know either that a large part of the surplus has 
been used to acquire profit making fixed assets or that it is needed for 
working capital. This is true even when the money is instantly available 
and where its payment would not cripple the operations of the concern, 
although it might somewhat reduce its financial standing. For instance, 
I have before me the statement of a Chicago bank, which has a capital 
of $5,000,000 and surplus and undivided profits of $10,500,000. A dividend 
of 100% would not hurt the standing of the bank, and yet the stock- 
holders have persistently re-elected for many consecutive years the 
officers and directors who are responsible for this condition. 

The truth of the matter is that there is no occasion for the special 
reserve; that it is always an integral part of the surplus, as even Mr. 
Shipway says it becomes when the bonds are paid; that the only reason 
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why dividends cannot be paid out of it is the financial one of lack of 
available ready money; and that it is not even necessary to designate it 
as appropriated surplus, except as an explanation of why the ready money 
is not available. 

Mr. Shipway’s contention that the special reserve is not to show as 
surplus until the bonds are paid would lead to a very peculiar position. 
If the bonds are due July 1, the books on June 30, according to him 
would show: 


Capital $5,000,000 
Surplus 500,000 
Special reserve 5,000,000 


or an apparent book value of 110. At the close of July 1, the bonds 
have been paid, the special reserve has thrown off its mask and now 
appears as surplus, making the book value 210. What magician waved his 
wand and with a presto, change! executed this feat of financial legerde- 
main? 

One other point in connection with sinking funds deserves passing 
notice. It concerns the use of the term sinking fund when the payments to 
the trustee are used by him to purchase and cancel the bonds of the 
company outright, instead of holding them and collecting and re- 
investing the interest on them. It may be that the bonds are serial, 
specific bonds being due and redeemable each year, or the bonds to be 
redeemed may be determined by lot, or the trustee may buy them in 
the open market. The bonds being cancelled would be charged directly 
to the bond account and thereafter no interest would be paid on them. 
Is it proper to call these payments a sinking fund? Mr. Ludlam, ap- 
parently, but not specifically, would lead us to infer that such was the 
case. 

One difficulty in the way of answering this question arises from the 
fact that so few of our accounting authorities ever define accounting terms 
in specific language. Neither Dickinson, Montgomery nor Dicksee gives 
a definition of a sinking fund. They all‘appear to agree in their treat- 
ment of the subject upon its being established by the setting aside of 
money to be invested in securities which will accumulate at compound 
interest until the total equals the amount of the obligation which is to 
be met at its maturity. Even Edward H. Turner, A.C. A. lecturer at 
the Manchester municipal school of commerce, in his exhaustive book of 
500 pages devoted entirely to this one subject, nowhere gives a specific 
definition. 

The Century Dictionary defines a sinking fund as “A fund formed by 
a government or corporation for the gradual ‘sinking,’ wiping out or 
reduction of its debt by various devices for the accumulation of money.” 
Webster says “the aggregate of sums of money set apart and invested, 
usually at fixed intervals, for the extinguishment of the debt of a 
government, or of a corporation, by the accumulation of interest.” Mr. 
Ludlam himself gives virtually the same definition in the first sentence 
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of his article: “A sinking fund is usually a fund instituted and invested 
in such a manner that its gradual accumulations will enable it to meet 
and wipe out a debt at maturity, and it may be said that all sinking 
funds . . . are based in principle on the proposition of gradual pro- 
vision and accumulation.” His subsequent reference to “any bonds of 
the mortgagor, redeemed and cancelled through the operations of the 
trustee,” may therefore be taken to apply to the cancellation of the bonds 
after the sinking fund has accomplished its purpose in the final redemp- 
tion of the bonds. 

Therefore, the essential quality of a sinking fund would seem to be 
that of accumulation. If this is true, the payment and immediate can- 
cellation of bonds does not constitute the establishment of a sinking fund. 
This distinction should be noted by those accountants who are in the 
habit of giving any method of paying off a bonded indebtedness the 
title of sinking fund. 


PARTNERSHIP Lire INSURANCE 


The following letter has been received, dealing with the question of 
premiums paid by a business on a policy of insurance issued on the 
life of a partner. The same principles will apply whether the insured 
is a member of a firm or an officer of a corporation. 

“I have a problem that has come up in actual business and wish you 
would give me your opinion as to the correctness of the following: 

“The company I am associated with was, previous to 1912, a co- 
partnership, and the company was carrying a Io year payment life in- 
surance policy on one of the partners for $75,000. The premiums had 
been paid by the co-partnership in this insurance for a period of two 
years up to the time of incorporation, which amounted to $6,328.57. 

“At a meeting of the board of directors of this company held recently, 
the directors allowed this premium on the insurance, the corporation 
assuming the policy and the beneficiary changed to the corporation. 

“The co-partnership who are now on the board of directors agreed to 
take 300 shares each of preferred stock of this company and the 
balance in cash, to cover the premiums paid by them on the life in- 
surance policy. j 

“Should not this preferred stock be dated January 1, 1912, or should it 
be dated the date of the meeting of the board of directors on the day it 
was allowed in April, 1914? I should think they would be entitled to 
the interest on this amount of money, therefore dating the stock Jan- 
wary I, 1912.” 

. ANSWER 


In order to determine the proper treatment to be given premiums paid 
by the business on a policy insuring the life of an individual for the 
benefit of the business, it is necessary to know the cash surrender value 
of the policy at each closing of the books. The firm mentioned above had 
no right to carry the entire premium paid on the policy as an asset, nor 
should the corporation have paid that amount for the policy. 
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Every old-line life insurance policy has a definite cash surrender value. 
usually expressed in the policy. As the insurance company stands ready 
to pay this amount if the policy is surrendered, it is unquestionably a 
valid asset to that extent. The difference between the premiums paid 
and the cash surrender value is an expense of the business. It is the 
amount paid each year for insurance against the calamity of the loss 
of the services of the person insured. By being repaid the whole amount 
of the premiums paid, the firm has paid nothing, except the interest lost 
on the money, for having been insured against the loss of a person 
valued at $75,000. On the other hand, the corporation is paying the in- 
surance for two years in which it had no interest. The corporation should 
have taken over the policy at its cash surrender value only. 

As the cash surrender value increases faster than the sum of the 
premiums paid, the amount to be added to the asset will be greater each 
succeeding year, and the charge to expense will be correspondingly less. 
In a policy of this character, ten payment life, the cash surrender value 
at the end of two years is about equal to one year’s premium; at the 
end of five years it is three times as much, and at the end of ten years 
about seven times as much, depending somewhat on the age of the insured, 
This decreased expense charge is legitimate as a part offset against the 
interest lost on the money tied up in the asset account. 

Therefore, the addition to the cash surrender value each year should 
be charged to the asset account, and the excess of the premium over this 
amount should be charged to expense. 

In the case of a twenty year endowment policy, the increase in the 
cash surrender value is greater each year toward the last of the term 
than the annual premium. This will necessitate the charge of the dif- 
ference to the asset account and a credit to revenue. This is as it should 
be, since it offsets the interest on the large accumulated payments to 
that extent. 

If a policy payable to the business becomes a claim through the 
death of the person insured, the company will pay the face of the 
policy. When the money is received, it must be applied first to the 
credit of the asset account representing the insurance. The balance of 
the payment is a credit to surplus in a corporation. In a partnership 
the disposition of this balance would depend on the terms of the policy. 
If it is payable to the firm as such, and the insured had been a member 
of the firm, the excess would be divided among all the old partners in 
their profit and loss sharing ratio, and the estate of the decedent 
would receive his share. There is justice in this, since his money had 
gone into the premiums to the extent of his proportion. If the policy 
is payable to the surviving partners only, the excess would be credited 
to them in the profit and loss ratio, as an extraordinary profit. 


AnTE-DATING 


The other point covered in the above letter is that of dating the 
preferred stock two years before it was really issued. This would be 
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entirely inadmissible, since the stock would then appear to have been 
outstanding for two years when the books would not show any such 
condition. Every statement made in that time would have been false 
to that extent. If the members of the old firm are to receive interest 
on the amount of the premiums, it should be paid them in cash or in 
additional shares. There is no basis for their claim to be allowed in- 
terest at all. As we have said, all they can claim is the present cash 
surrender value of the policy—the difference between that and the 
premiums paid, together with the interest lost, being the cost to them 
of the protection they have enjoyed for two years from the possible 
loss of the services of the insured. 


If a transaction is to be adjusted as of a date either before or after 
its actual consummation, it is always better to make the adjustment to 
the actual date and then let the documents bear the date of the day they 
are made, when the transactions are to placed on the books of account. 
If a note is to be given, running sixty days after the average date of 
an open account, it is better to date the note on the day it is executed 
and to make it payable on the proper day, rather than to date it back 
and make it payable in sixty days from date. Otherwise, there will be 
a note outstanding dated on a day when the records on the books will 
not show any such note in existence. In the case of the stock in ques- 
tion, there is no doubt that it should be dated on the day it was issued 
and on which the entries recording it were placed on the books. 


Dominion Association of Chartered Accountants 


The twelfth annual meeting of the Dominion Association of Chartered 
Accountants will be held at the Nova Scotia Technical College, Halifax, 
September 1, 2, 3 and 4, 1914. An attractive programme has been arranged 
and a large attendance is expected. Several important papers are to be 
read and discussed, among them one by Robert H. Montgomery, presi- 
dent of the American Association of Public Accountants, and one by 
J. Porter Joplin of Chicago. Other accountants who will read papers are 
David R. Kerr, Montreal; G. Somerville Craggs, Winnipeg; Alfred Shaw, 
Vancouver; and R. Carter, Halifax. Full information as to hotel ac- 
commodations, etc. may be obtained from the secretary of the associa- 
tion, L. A. Woodin, Box 746, Halifax, Nova Scotia. 


New York C. P. A. Examinations 


At the June examinations conducted by the New York board of C. P. A. 
examiners one hundred and forty-five candidates sat and twenty-five 
were successful in the subjects taken. 


J. Elbert Saper and Louis Kadison announce the formation of a co- 
partnership under the firm name of Saper & Kadison with offices at 
35 Nassau St., New York. 
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Correspondence 


Questions for Journal Contributors 


Editor, The Journal of Accountancy: 

Sir: After carefully reading THe Journat for June, I would like 
to ask a few questions of the various contributors of the articles. Being 
a student of accountancy, these questions are prompted merely from a 
desire to obtain information. 

In the paper by Carl H. Nau on Uniform Systems of Accounts for 
Public Utilities, on page 416, paragraph 4, the gentleman states that in 
a sole proprietorship the excess of assets over liabilities, which is net 
worth, is carried in one account called “net worth.” Is not the sole 
proprietor’s investment carried in one account called “capital account” 
preceded by the sole proprietor’s name, as “John Doe, capital account,” 
and does not the net worth usually consist of more than one element, 
the original investment or capital, plus the profit? 

In the article by G. V. W. Lyman, on Treatment of the Returnable 
Package in Accounts, in writing at the bottom of page 427 and continued 
on top of page 428, regarding the manner of treating the credit memo, 
that gentleman states as follows, first line page 428, “and this account 
is charged monthly with the packages redeemed both from the total of 
the column in the cash book for those paid for in cash and the total 
of the credit memos for those credited through these records.” What I 
should like to know is under what conditions would the account in 
question be charged from the total of the column in the cash book? 

Lastly, referring to The Students’ Department conducted by Mr. Wal- 
ton, in his reply to Mr. Van Cleve, on page 458, paragraph two, speak- 
ing of net assets, this term is defined as “what is left when all debts 
other than those of the proprietor are paid or provided for.” When 
the gentleman uses the words “other than those of the proprietor” 
does he mean to infer that the capital of the proprietor invested in the 
business is a debt of the business to the proprietor, the same as that of 
a creditor for merchandise, for instance? If so, it seems to me that 
the charge that he personifies the business is true. How can capital be 
conceived of as owed by the business to the proprietor? Since the 
business is owned by the proprietor, the above is equivalent to saying the 
proprietor owes to himself something. I can understand one owing to 
another. In that case there are two individuals; but to conceive of an 
abstract thing, a concern, owing the proprietor, I fail to understand. It 
is like making a living being out of an image. I am at a loss to follow 
the reasoning upon which Mr. Walton bases his argument. 

Very truly yours, 
A. FiscHer. 
985 Simpson St. 
The Bronx, New York. 
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The Principles of Double Entry 


Editor, The Journal of Accountancy: 


Sir: In replying to my letter on page 457 of the June number of 
Tue Journat the editor of The Students’ Department says that he 
thinks that he was misquoted, in that I said that he personified the 
business and that he called net asset a liability. To misquote another 
is a grave offense, and I certainly had no intention of committing it, 
and regret that I should have appeared to do so. In the April number 
Mr. Walton says that it is necessary to discriminate between the busi- 
ness and the proprietor who owns it, and speaks of debts owed to and 
by the business. From that I inferred that he personified the business, 
since only a person can owe or be owed. When I said that he called net 
asset a liability I did not know that anyone had ever attempted to draw 
a distinction between net asset and net worth or net capital. I sup- 
posed that the terms were synonymous. 

But in any case these things do not affect the real point at issue; 
whether the accountant regards himself as personifying the business or 
not, or whether he makes a distinction between net asset and net worth 
or not, the fact remains that the theory of equal assets and liabilities 
involves a reversal in the use of words and therefore violates the laws 
of rational speech. There is no escaping that fact. The accounts pay- 
able are a liability of the proprietor, while the net worth, it if is 
liability at all, is liability to the proprietor, and liability of the proprietor 
and liability to the proprietor are opposites. Liability of the proprietor 
is liability; liability to the proprietor is asset. If the word liability is 
used to mean both liability of the proprietor and liability to the proprietor, 
then sometimes it means liability and sometimes it means asset. 


In this country most accountants accept, at least tacitly, the theory 
advocated by Mr. Walton, since it is the only possible excuse that can be 
offered for the practice of making statements in a form showing assets 
and liabilities equal, and yet they all know that relative terms like 
asset and liability should be used from a single standpoint. Where 
they make their mistake is in thinking that the standpoint of the business 
is such a standpoint, whereas in reality it is a double standpoint. In 
the theory of equal assets and liabilities the business occupies a position 
midway between the proprietor and the outside world and faces both 
ways. To use the words asset and liability from such a standpoint 
is just as absurd as it would be to use the words right and left from 
the standpoint of a party that faces both ways. What is on the right 
looking one way is on the left looking the other way; and in the case 
of the business what is asset looking one way is liability looking the 
other way. The amount of the accounts receivable, for example, is an 
asset of the business because outside parties owe it to the business, but 
it is also a liability of the business because the business owes it to the 
proprietor. The standpoint of the business is a reversible standpoint. 
The only fixed standpoint in accounting is that of the proprietor (ot 
proprietors collectively). As viewed from the standpoint of the busi- 
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ness any given item may be called an asset or it may be called a 
liability ; it all depends upon the way one happens to look at it. As viewed 
from the standpoint of the proprietor asset is asset and liability is 
liability and they cannot be reversed. 

Owing to the false training to which they have been subjected ac- 
countants are so accustomed to using relative terms from a double 
standpoint that they reverse themselves without being conscious of it. 
When they call an item surplus and enter it as a liability they are 
using the word surplus from one standpoint and the word liability from 
the opposite standpoint; they mean surplus from the standpoint of the 
proprietor and liability from the standpoint of the business. When they 
call an item deficit and enter it as an asset they are using the word 
deficit from one standpoint and the word asset from the opposite stand- 
point; they mean deficit from the standpoint of the proprietor and asset 
from the standpoint of the business. And the strange part of it all 
is that they are totally unconscious of the absurdity of such a use of 
words. An item cannot possibly represent liability from the same stand- 
point from which it represents surplus; therefore to call surplus a 
liability is a contradiction in terms. An item cannot possibly represent 
asset from the same standpoint from which it represents deficit; there- 
fore to call deficit an asset is a contradiction in terms. 

It is the misfortune of accountants that from their school-days they 
have been taught to believe that in double-entry bookkeeping assets and 
liabilities must be counted from the standpoint of an intermediate party 
and therefore it is exceedingly difficult for them to get rid of that 
idea, although as a matter of fact it is quite as easy to count assets and 
liabilities from the standpoint of the proprietor (or proprietors col- 
lectively) in double-entry bookkeeping as it is in single-entry bookkeep- 
ing. When the accounts are closed and the balances are brought down 
to new account every balance brought down as a credit must represent 
either liability or net capital and every balance brought down as a 
debit must represent either asset or negative net capital. In most cases 
all balances brought down as debits represent asset; there are no bal- 
ances representing negative net capital except under abnormal condi- 
tions. Now of course every accountant worthy of the name knows 
what his accounts mean and can readily distinguish between credit 
balances which represent liabilities of the proprietors and those which 
do not, and therefore he can make his statement in proper form with- 
out any difficulty whatsoever. He enters on the left-hand side all the 
assets and the total and on the right-hand side all the liabilities and 
the total, and also the balance, which represents the net capital. He 
carries the balance down on the left-hand side and then enters on the 
right-hand side all the remaining items, those which compose the net 
capital, giving the totals to show that the two sides are equal. 


It is just as easy to make the statement in that form as in the 
present form; it does not involve any change in the routine of book- 
keeping and does not add one iota to the accountant’s work. Yet simple 
as it is that change in the form of the statement would free the 
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practice of accounting from the reproach of using irrational language 
and would give it its proper place among the recognized professions, 
In the proposed form we have a statement that avoids all the in- 
congruities of the present form, a statement that uses words in their 
proper sense, that says asset when it means asset, liability when it 
means liability, and net capital when it means net capital. If account- 
ants are intelligent enough and progressive enough to adopt it they 
will find that they have made a wonderful gain in the ability to think 
clearly and speak clearly. Their language will automatically correct 
itself ; instead of the jumble of self-contradictions which it is at present 
it will become one of the best and most accurate of technical languages. 
Yours very truly, 
C. M. Van CLEVE. 
Brooklyn, N. Y. 

[Mr. Van Cleve’s letter does not seem to call for any further reply 
from the editor of The Students’ Department. His protest is against 
a prevailing practice rather than against any one accountant. Possibly 
some of the readers of this magazine have ideas on the subject which 
would be interesting. If so, expressions of their opinions will be wel- 
come—EpitTor, THE JouRNAL oF ACCOUNTANCY.] 


Institute of Chartered Accountants of Manitoba 


The twenty-eighth annual meeting ot the Institute of Chartered 
Accountants of Manitoba was held at Lower Fort Garry on June 27, 
1914. The treasurer’s report, covering a period of seventeen months to 
June 30th, showed the finances to be in a satisfactory condition not- 
withstanding the heavy expenditure incurred in connection with the 
amended act of incorporation. Under the new by-laws, the number of 
the council was increased from seven to twelve. W. A. Henderson and 
H. M. Cherry were reappointed representatives of the institute on the 
council of the Dominion Association. At a meeting of the new council 
W. A. Henderson and Hubert T. Reade were re-elected president and 
vice-president respectively for the current year. 


Edwin A. Barber, Jr. 


We regret to announce the death of Edwin A. Barber, Jr., C. P.A., 
a fellow of the American Association of Public Accountants through 
the Virginia Society of Public Accountants. 

Mr. Barber was a charter member of the Virginia Society and at 
the time of his death was its vice-president. 

The Virginia Society of Public Accountants adopted resolutions 
of respect to the memory of Mr. Barber and published copies of the 
resolutions in the daily papers of Richmond. 
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Harvard Bureau of Business Research 


A study of the retail grocery trade, in cooperation with the grocers 
themselves, has been undertaken by the bureau of business research 
of Harvard University. A preliminary study has already been made in 
Massachusetts and Rhode Island. This investigation will follow the 
same general lines as the university’s successful study of the retail 
shoe trade which has been in progress since the fall of 1011 and for 
which detailed information has already been obtained from over six 
hundred and fifty retail shoe stores in twenty-six states and Canada. 
The object is to collect facts about business, the actual costs of retail- 
ing, and the policies adopted by retailers in handling their problems. 

For establishing standards a uniform system of accounts is essential. 
Hence such a system, similar to the Harvard system of accounts for 
shoe retailers, is being prepared for the grocery trade. In its prepara- 
tion the advice of successful grocers will be followed. The cumulative 
experience of the bureau of business research in its exhaustive study 
of the shoe trade and in its preliminary investigations of several other 
commodities will be utilized. The system will be practical and suffi- 
ciently simple for any retailer to use. It will be adapted for stores of 
all sizes. 

Agents will be sent out to gather information directly from the retail 
grocers. When sufficient progress has been made, a summary of the 
results will be published, as has been done for the shoe trade. Thus 
the experience of many grocers of varying degrees of ability will be 
summarized on a comparable basis and standards set up for the prac- 
tical assistance of each individual grocer. 

The work will be conducted with utter impartiality, as_ scientific, 
cooperative research; and the specific information obtained from each 
store will be treated as strictly confidential. The figures which will 
later be furnished to the trade for the benefit of all the trade will not 
in any way reveal the identity of the source of the figures. For doing 
this work the university has a particularly strategic position as a non- 
competing and trusted third party. The system of accounts and the 
published results of the research will be furnished absolutely free to 
all grocers who cooperate by giving the bureau their own figures. 


Frank A. Willison, C.P.A., has been appointed a member of the 
board of examiners of certified public accountants of West Virginia. 


Herbert M. Trowbridge, public accountant, announces that he has 
removed his offices from suite 808 to suite 616 Ferguson Building, Los 
Angeles, Cal. 


John H. Brown, C. P. A., announces that he has taken into partnership 
Frederick J. Knoeppel, C. P.A., and that the practice will be continued 
under the firm name of Brown, Knoeppel & Co., at 1329 Wells Building, 
Milwaukee, Wisconsin. 
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